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Abstract 

 

This study examines the determinants of financial performance of the insurance industry in 

Ghana. The study employs annual financial data from 2012 to 2016 from ten insurance 

companies which underwrite all types of business policies in both life and non-life insurance. 

The study employs Random and Fixed effect regression analysis to predict the effect of the 

predictive variables on the financial performance of life and non-life insurance companies in 

Ghana. The study finds evidence that tangibility, size, leverage, gross written premium 

(GWP) and liquidity of both life and non-life insurance companies are the predictors of their 

profitability suggesting that a rise in any of these predictive variables can have substantial 

influence on the profitability of the Ghanaian insurance companies employed in the study.  

The results revealed positive and significant relationship between tangibility and profitability 

of both life and non-life insurance companies. The findings also showed a positive and 

significant relationship between life and non-life insurance companies’ size and return on 

assets. The results showed positive and statistically significant relationship between gross 

written premium (GWP) and profitability (return on assets, ROA) of both life and non-life 

insurance companies. The findings also show positive and significant relationship between 

liquidity and profitability of both life and non-life insurance companies. The results however 

revealed a negative and significant relationship between life and non-life insurance 

companies’ leverage ratio and financial performance (return on assets). 



 

 

                                                         CHAPTER ONE 

INTRODUCTION 

 

1.1 BACKGROUND OF THE STUDY 

Insurance companies provide unique financial services to the growth and development of every 

economy. Such specialized financial services range from the underwriting of risks inherent in 

economic entities and the mobilization of large amount of funds through premiums for long term 

investments. The risk absorption role of insurers promotes financial stability in the financial 

markets and provides a sense of peace to economic entities. The insurance companies’ ability to 

cover risk in the economy hinges on their capacity to create profit or value for their shareholders. 

A well developed and evolved insurance industry is a boon for economic development as it 

provides long- term funds for development (Charumathi, 2012; (Ahmed, Ahmed, and Ahmed, 

2010; and Agiobenebo and Ezirim, 2002). 

 

Over the past years, insurance companies have contributed significantly to the financial services 

that led to the economic development of every nation. A greater number of countries in the world 

have recently gone through significant changes in the importance of services and the role of the 

services sector in their nation (Sharma, 2002; Nankervis and Pearson, 2002; Edwards and 

Croker, 2001). The section responsible for the financial service sector which can be classified 

into Insurance, Banking and Capital Markets are becoming important in terms of quality from 

the numerous stakeholders that involved in various roles in the process for transformation. There 

has been a significant contribution that the insurance industry has added to the financial services 

sector of Ghana. These services comprises of the underwriting of risks inherent in economic 

entities and the mobilization of huge amounts of funds by way of premiums for long term 



 

 

investment. The businesses in every nation are secured with the responsibility that insurance 

companies absorb. 

 

The responsibility of insurance companies absorbing risks in an economy goes a long way to 

improving the financial stability in the economy’s financial markets. This makes entities more 

secured in their operations on the part of decisions concerned with risk. Insurance companies 

provide the mechanism of risk transfer and also they channelize the funds to support the business 

activities in the economy. The world of business without insurance cannot be sustainable because 

businesses with high risk would not have the edge to accommodate all various kinds of risks in 

the economy (Ahmed, Ahmed, and Ahmed, 2010). The shareholders of insurance companies do 

not get the value or profit they require since the insurance companies continue to cover risk. 

There are many factors influencing the success of the insurance companies. 

 

In recent times, there have been more visits, inspections and coupled by a risk based assessment 

of insurers’ activities by the National Insurance Commission, the regulatory body of the 

Ghanaian insurance sector. These monitoring is done to ensure better financial performance of 

insurance companies in Ghana. These factors can be internal and external factors. The insurer’s 

specific characteristics are the internal factors whilst the industrial characteristics and 

macroeconomic elements form the external factors. According to a study conducted by Ahmed et 

al (2010) on the determinants of performance, it indicated that size, risk and leverage are 

important determinations of performance of life insurance companies of Pakistan. For insurers, 

performance is affected by factors including actual mortality experience, capital gains or losses, 

the scale of policyholder dividends, investment earning and taxes. Kasturi (2006) argued that the 

performance of insurance company in financial terms is mostly expressed in net premium earned, 



 

 

profitability from underwriting activities, annual turnover, return on investment and return on 

equity. Profit does not improve upon insurers’ solvency state but it also plays an important role 

in convincing the shareholders and policyholders to supply funds to insurance firms. This draws 

the attention to one of the major objective of the management of insurance companies, being able 

to make profits from the business activities they conduct. 

 

The developing competition and financial crises in insurance industries in Ghana has rekindled 

the importance of assessing the determinants of insurers’ performance on the premise that a 

successful insurance industry is important to create a resilient financial market. With emerging 

market like Ghana, very little is known about the insurance industry as far as the topic is 

concerned. Other empirical studies on business performance have focused mainly on large firms 

and on listed companies. The focus of this research is to address this gap by identifying some of 

the determinants of financial performance of the insurance companies in Ghana to help insurance 

firms increase performance in their business operations in their quest to manage risk. 

 

1.2 PROBLEM STATEMENT 

There has been significant attention given to financial performance by Scholars in various areas 

in the field of business and strategic management. It has also been the primary concern of 

business practitioners in all types of organizations since financial performance has implications 

to a company’s health and its survival. Financial performance on the Ghanaian insurance market 

remains a big challenge to the insurance industry. High performance reflects management 

effectiveness and efficiency in making the use of an organization’s resources; this contributes to 

the economy at large (Naser, and Mokhtar, 2004). In Ghana, insurance companies contribute to 

the greater share of financial intermediation process of the nation. Their success means the 



 

 

success of the nation; their failure means failure to the economy (Ansah-Adu, Andoh, and Abor, 

2012). 

 

The identification of relevant indicators of insurance companies would facilitate the design of 

policies that may improve the profitability of the insurance sector. These availability and 

easiness to access financial performance data in the insurance industry is a challenge. As at 2017 

the available Annual Report on insurance companies in Ghana from the National Insurance 

Commission (NIC) available is that of 2013 Annual Report. These does not facilitate 

management, investors, stakeholders, financial market analysts, insurance regulators to address 

the challenges of everyone and the implementation of good practices that will help improve the 

insurance industry.  

Anderson and Reeb (2003) sought  to exam ine the determ inants of the f inanc ial performance of 

 insurance compan ies  in Ghana. They established that Return on assets (ROA), the dependent 

var iable is the prof it before  interest and tax expressed as a percentage of total assets. However, 

much was not concluded about the independent variables of the size of the firm, tangibility, 

liquidity etc. 

Even though there is available literature in the developed economies in this subject area, a 

common conclusion has not been able to be reached from past literature concerning the factors 

which determine financial performance of life and non-life insurance companies in Ghana. This 

study therefore seeks to bridge this gap.  

 



 

 

1.3 OBJECTIVES OF THE STUDY 

The study aims to establish the determinants of financial performance of life and non-life 

insurance companies in Ghana.  The following specific objectives would help in achieving the 

aims of the study: 

1. To examine the effect of size and liquidity on financial performance of insurance 

companies. 

2. To determine whether retention ratio and gross written premium of insurance companies 

determines their financial performance. 

3. To determine whether leverage of insurance companies determines their financial 

performance. 

4. To examine whether tangibility determines financial performance of insurance 

companies. 

 

1.4 RESEARCH QUESTIONS 

While studying the determinants of profitability within the insurance industry, the following 

questions shall be addressed: 

1. Does the size and liquidity of insurance companies have effect on their financial 

performance? 

2. What is the effect of retention ratio and gross written premium on the insurance 

companies’ financial performance? 

3. How does leverage of insurance companies affect their financial performance? 

4. What is the effect of tangibility on the financial performance of insurance companies? 



 

 

 

1.5 SIGNIFICANCE OF THE STUDY 

The outcome of this study will help the management of insurance companies to know the 

determinants of financial performance in the insurance industry.  

It will serve as a tool to appraise insurance company’s stability that is critical in the risk based 

supervisory framework. 

The study will be useful to insurance regulators, academics, investors by given a clear view to 

financial performance and insurance practices. 

This research will enable the government to report the annual performance of the insurance 

companies in Ghana in time. 

 

1.6 ORGANIZATION OF THE STUDY 

This research will be categorized into five chapters.  

Chapter one will introduce the study by giving a background that sets the topic into perspective; 

the first chapter will provided the problem statement, objectives, significance and hypotheses of 

the study. 

Chapter two will be review of literature on the issues discussed. The definitions concerning the 

study and constructs will be mentioned in this chapter. 

Chapter three will comprise of the research methodology. 

Chapter four will depict the presentation of the analysis, the results and discussion on the 

findings. 



 

 

The final chapter, chapter five will be showing the conclusions by summarizing the findings and 

recommendation from the study. 

  



 

 

CHAPTER TWO 

LITERATURE REVIEW 

2.0 INTRODUCTION 

Th is chapter rev iews ex ist ing l iteratures on the subject matter.  It covers the def in it ions of key 

terms, h istory of  insurance  in Ghana, theor ies relat ing to the study, a rev iew of determ inants of 

the performance of  insurance compan ies and emp ir ical analys is.  

 

2.1 MEAN ING AND DEF IN IT ION OF  INSURANCE 

The term  insurance has several def in it ions. Several  insurance regulators, wr iters and authors 

attempted to expla in the term  insurance from other context.  Insurance  is seen as f inanc ial 

arrangement that red istr ibutes the cost of unexpected losses (Dorfman, 2008). Th is expla ins 

that,  insurance  is concerned w ith uncerta inty of loss to an  insurance pool and the allocat ion of 

cost of losses among the part ic ipants  in the pool.  Insurance loss  is def ined by Pal, Bolda and 

Garg (2007) as un intent ional decl ine  in or d isappearance of value ar is ing from a cont ingency. 

The cost of losses  in  insurance operat ions  is the red istr ibut ion of prem ium payment from 

 insured  in the system.  In exchange for the prem ium payment, the  insurer prom ises to pay the 

 insured’s cla ims  in the event of a covered loss (Dorfman, 2008). 

 

2.2 H ISTORY OF  INSURANCE  IN GHANA 

The Br it ish merchants  in the late 19th century  introduced  insurance  in Ghana accord ing to the ir 

sh ipp ing regulat ions and laws. The Br it ish sh ips were the only sh ips obl iged to carry goods  in 

the late century. The Br it ish sh ips were  insured  in order to safe guard the crew on board and the 

sh ip  in case of any eventual ity. There were Agents of  insurance from fore ign compan ies, who 

were respons ibly for  insurance transact ions  in Ghana. These Agents were  issu ing  insurance 



 

 

covers on behalf of Un ited K ingdom  insurance compan ies comply ing w ith the Act of Br it ish 

Parl iament. The agents who were respons ible for  insurance, covered Sekond i, Takorad i, 

Kumas i, Accra and th is was because these places were where the major ity leaved.  It was areas 

populated w ith both Ghana ians and fore igners. Ghana d id not have any  insurance leg islat ion or 

Act as at that t ime. The Br it ish took the respons ib il ity because they colon ized Ghana. All the 

rates for prem iums and regulat ions that were concerned w ith  insurance were made from the 

Un ited K ingdom. 

 

 Insurance compan ies were managed by fore ign nat ionals wh iles a few Ghana ian’s ass isted 

them  in the ir da ily work. The Gold Coast  insurance company came  into ex istence after Ghana’s 

 independence around 1955.  In 1957, the General  Insurance Company was establ ished, after 

wh ich Cooperat ive  Insurance Soc iety  in February, 1962. S IC grew up at that t ime and 

competed w ith the fore ign  insurance compan ies.  Insurance compan ies spread to the northern 

and other parts of Ghana.  Insurance compan ies had branches  in Sunyan i, Tamale, Ho, 

Kofor idua and other parts of Ghana due to compet it ion  in the  insurance market between the 

fore ign  insurance compan ies and  insurance compan ies owned by Ghana ians. All laws made 

was to protect Ghana ian  insurance compan ies. The  insurance Brokers also took s ign if icant 

steps  in the  insurance  industry by mak ing sure that  insurance reaches every part of the country. 

 

The comm iss ion for  insurance was formed to regulate the act iv it ies of  insurance compan ies  in 

Ghana. Later, the Banks also used  its branches  in Ghana to sell  insurance products. Fel in 

 Insurance Brokers L im ited, Metr ix Brokerage L im ited and NDL  Insurance Consult L im ited 

were the three (3) new  insurance brok ing compan ies wh ich were l icensed  in 2013 year. 

Vanguard Assurance Company L im ited (Agr icultural Development Bank L im ited) and Startl ife 



 

 

Assurance Company L im ited (Ghana Commerc ial Bank L im ited) were the two (2) 

bancassurance partnersh ips approved w ith in the year 2013.  The year 2013 started w ith act ive 

agents of 3,680 agents and 843 more were l icensed mak ing the end of year total to be 4,523. The 

 increased  in l icensed Agents brought up other pol ic ies l ike, funeral  insurance pol icy, fam ily 

 income protect ion plan, educat ion pol icy, cred it l ife plan, smart plan, travel ing  insurance 

pol icy to ment ion but a few. Now the Ghana ian market of  insurance  is made up of both fore ign 

compan ies and Ghana ian owned compan ies and th is has led to compet it ion  in the Ghana ian 

economy. 

 

2.3 THE NAT IONAL  INSURANCE COMM ISS ION  

The regulatory body for  insurance compan ies  in Ghana  is the Nat ional  Insurance Comm iss ion 

(N IC). The comm iss ion was establ ished under the  Insurance Law  in 1989 (PNDC Law 227).  It 

operates under the  insurance Act 2006 (ACT 724). The Act prov ides comprehens ive prov is ions 

for the regulat ions of  insurance compan ies  in Ghana. The date of the assent was 29th December, 

2006, enacted by the Pres ident and Parl iament of Ghana.  It  is the respons ib il ity of the Nat ional 

 Insurance Comm iss ion to approve the  insurance prem ium rates, set standards and codes for 

pract it ioners, educates pract it ioners, resolve compla ints and arb itrate  insurance cla ims when 

m isunderstand ing ar ises. They also l icense the  insurance compan ies and prov ide superv is ion 

and adm in istrat ive support to the  insurance compan ies  in Ghana. The Nat ional  Insurance 

Comm iss ion co-ord inates w ith other external agenc ies l ike the  Internat ional Assoc iat ion of 

 Insurance Superv isors for any other current  informat ion trend ing  in the f ield of  insurance. 

 In the year 2013, from Mr. L ionel Molb ila, the cha irman of Nat ional  Insurance Comm iss ion,  in 

the  introduct ion of the Cha irman’s Report, sa id the comm iss ion has undergone through a lot of 

changes  in the year 2013.  In July, 2013 a new nat ional  insurance comm iss ioner was elected, 



 

 

th is was after the former Comm iss ioner res igned seven months earl ier.  In August, 2013 the 

Board Cha irman also res igned and another person took over and was  inaugurated  in November, 

2013 as the new Board Cha irman. Stakeholders rece ived the draft  Insurance B ill wh ich they 

presented to cab inet  in the year 2012 for consultat ion.  

 

2.4  INSURANCE COMPAN IES  IN GHANA 

 Insurance  in Ghana are grouped under three ma in categor ies. These are Non-L ife, L ife and 

Compos ite  Insurance. The Non-L ife  insurance  is made up of f ire, household pol icy, 

consequent ial loss, burglary, publ ic l iab il ity pol icy and to ment ion but a few. On the other 

hand, the L ife  insurance  in Ghana const itutes acc ident  indemn ity, l ife sav ings, hosp ital izat ion 

 insurances and others. The last group of  insurance  is the Compos ite  Insurance wh ich  is made 

up of the comb inat ion of l ife and non-l ife  insurance. There are a total of Twenty-f ive (25) non-

l ife l icensed  insurance compan ies, E ighteen (18) L ife  Insurance Compan ies, S ixty (60) Brokers 

 Insurance Compan ies and Two Re insurer Compan ies. The study analyzed the annual reports of 

the following ten (10) insurance companies in the study; Allianz Life Insurance Company Ghana 

Ltd, Donewell Life Company Ltd, Exceed Life Assurnace Company Ltd, Enterprise Life 

Assurance Company Ltd, Metropolitan Life Insurnace Ghana Ltd, SIC Life Company Ltd, 

Phoenix Life Assurance Company Ltd, Old Mutual Life Assurance Company Ltd, Hollard Life 

Assurance Company Ltd and Star Life Assurance Company Ltd. 

  

The Nat ional  Insurance Comm iss ion  is the regulatory author ity respons ible for the regulat ing 

of the operat ions of the act iv it ies of  insurance compan ies  in Ghana. The  insurance compan ies 

are regulated under the Act 724, 2006 by the Nat ional  Insurance Comm iss ion of Ghana. A 

report from the Nat ional  Insurance Comm iss ion  in the year 2013 showed that, there was an 



 

 

 increase  in total prem iums for the L ife and for the Non-L ife  Insurance Compan ies”. The Gross 

prem ium for the year 2013 summed up to GHS₵ 1,052,000,000.00 represent ing an  increase  in 

growth of 23.6% over the prev ious year. There has always been an upward growth  in prem iums 

s ince the year 2009. The L ife prem iums went up from GHS₵ 356,000,000.00  in the year 2012 

to GHS₵ 469,000,000.00  in the year 2013, wh ich showed an  increase of 31% wh ilst the Non-

L ife prem iums recorded an  increase  in growth of 18% from  GHS₵ 494,000,000.00  in the year 

2012 to GHS₵ 582,000,000.00  in the year 2013.  

 

The Nat ional  Insurance Comm iss ion (N IC) real ized  in the performance of the ir rout ine dut ies 

that the current  Insurance Act, 2006 (Act 724) has some loopholes and were not  in conform ity 

w ith the pr inc iples of the  Internat ional Assoc iat ion of  Insurance Superv isors Standards. Th is 

has brought about a lot of problems and other challenges to the Nat ional  Insurance Regulators  in 

coord inat ing the act iv it ies of the  insurance sector  in Ghana eff ic iently and effect ively. The 

Nat ional  Insurance Comm iss ion employed the help of expert  in the form of consultancy 

serv ices to enable them rev iew the  Insurance Act  in order for the Act to be  in conform ity w ith 

the  Internat ional Assoc iat ion of  Insurance Superv isors standards and also help them to regulate 

the  insurance  industry  in Ghana.  

 

The consultants were made up of Stakeholders and other bod ies. The draft  Insurance B ill and 

Regulat ions was the outcome of the work of the consultants. The Cab inet rece ived the Draft 

 Insurance B ill through the help of the M in istry of F inance for approval. The Nat ional  Insurance 

Comm iss ion was  instructed by the Cab inet to make sure they rev iew all the ir documents and 

also take op in ions and dec is ions from all the ir Stakeholders. A comm ittee was establ ished by 

the Nat ional  Insurance Comm iss ion as part of the recommendat ions by the Cab inet. They 



 

 

rev iewed all the drafts documents wh ich were the Regulat ions,  Insurance B ill and Code of 

 Insurance. The f in ished draft from the comm ittee was g iven to Management of the Nat ional 

 Insurance Comm iss ion for the ir rev iew. The drafts documents were then forwarded back to the 

Cab inet for approval for f inal approval.  

 

2.5 THEORET ICAL REV IEW OF L ITERATURE 

There are several stud ies conducted  in the area of determ inants of an organ izat ion’s 

performance. Some of the areas covered by stud ies are the resource based v iew theory, the open 

system theory, stakeholder’s theory and theory of causal ity. 

 

2.5.1 THE RESOURCE BASED V IEW THEORY 

The resource based v iew g ives an understand ing that s ign if icant resources w ill y ield a super ior 

performance and also g ive an  important compet it ive advantage. Such an advantage would last 

long  if compet itors are not able to produce such resources.  In recent t imes, due to the nature of 

market we operate  in, resources that ex ist cannot be adequate to take care of future market 

requ irements. There  is the need for organ izat ion to develop or  improve resources to meet future 

market requ irements. Barney (1991) summar ized the requ irement for evaluat ing resources as 

valuable, rare,  in im itable and non-subst itutable (VR IN). The resource based v iew of an 

organ izat ion was also expla ined by Mahoney and Pand ian (1992) as the ab il ity to del iver 

susta inable compet it ive advantage when resources are managed such that the ir outcomes cannot 

be  im itated by compet itors, wh ich ult imately creates a compet it ive barr ier. Wernerfelt and 

Rumelt (1984) expla ined that the resource based v iew as a bas is for the compet it ive advantage 

of a f irm l ies pr imar ily  in the appl icat ion of a bundle of valuable tang ible or  intang ible 

resources at the f irm’s d isposal. 



 

 

 

 

2.5.2 STAKEHOLDER’S THEORY 

The stakeholder theory  is a conceptual framework of bus iness eth ics and organ izat ional 

management wh ich addresses moral and eth ical values  in the management of a bus iness. The 

stakeholder theory was f irst proposed  in the book Strateg ic Management. Research conducted 

has shown that stakeholder’s theory wh ich asserts that the dom inant Stakeholder group, 

shareholders, f inanc ially benef it when management meets the demands of mult iple stakeholders 

(Bernadette, 2001, Kr ishnamurty, Brown, Janny and Karen, 2001). Stakeholder’s theory g ives 

other ways of compar ing the d ifference between the corporate f inanc ial performance and 

corporate soc ial performance. There  is a pos it ive l ink between change  in corporate soc ial 

performance w ith growth  in sales for current and subsequent years (Laplume, Karan and 

Reg inald, 2008). That  is the benef its that can be ach ieved from  improv ing corporate soc ial 

performance are  in short term and long term. Accord ing to Mansell (2013), by apply ing the 

pol it ical concept of a “soc ial contract to the corporat ion, stakeholders theory underm ines the 

pr inc iples on wh ich a market economy  is based. 

 

2.6 EMP IR ICAL L ITERATURE REV IEW 

Prakash and Rajaram (2017) exam ined the relat ionsh ip between f inanc ial performance and the ir 

determ inants  in the case of  Ind ian l ife  insurance sector us ing panel data of 10 compan ies for 10 

years from 2005 to 2014. The results showed that l iqu id ity, s ize, solvency and r isk retent ion 

rat io are not s ign if icantly related to f inanc ial performance and cla ims rat io, growth  in gross 

prem iums, cap ital and tang ib il ity are negat ively related to f inanc ial performance. 



 

 

Mumo (2017) exam ined the factors  influenc ing the performance of  insurance compan ies  in 

Kenya and concluded that f irm s ize  is an  important determ inant of an  insurance company’s 

performance. The study  ind icated that large f irms enjoy econom ies of scale and the ir average 

cost of product ion  is low ensur ing eff ic ient operat ional act iv it ies. Large f irms also face less 

d iff iculty  in gett ing access to cred it fac il it ies from f inanc ial  inst itut ions, thus ach iev ing 

greater strateg ic d ivers if icat ion. 

Mwang i and Mur igu (2015) exam ined factors that affect the prof itab il ity of general  insurers  in 

Kenya. They employed mult iple l inear regress ion, w ith return on assets as the dependent 

var iable, and cons idered all the general  insurance compan ies  in Kenya for the per iod 2009-

2012. The results from the ir study showed that prof itab il ity was pos it ively related to leverage, 

equ ity cap ital, management competence  index and negat ively related to s ize and ownersh ip 

structure. The study however d id not f ind any relat ionsh ip between performance and retent ion 

rat io, l iqu id ity, underwr it ing r isk and age. 

Burca and Batr inca (2014) analyzed the determ inants of the f inanc ial performance  in the 

Roman ian  insurance market dur ing the per iod 2008–2012. The results from the ir study revealed 

that the determ inants of the f inanc ial performance  in the Roman ian  insurance market are the 

f inanc ial leverage  in  insurance, company s ize, growth of gross wr itten prem iums, underwr it ing 

r isk, r isk retent ion rat io and solvency marg in. 

Cekrez i (2015) explored the factors that affect f inanc ial performance of Alban ian  Insurance 

Compan ies. The results showed that leverage (total debt to total assets) and r isk (standard 

dev iat ion of sales to average value of sales) have negat ive  impact and tang ib il ity (f ixed assets 

to total assets) has pos it ive  impact on the f inanc ial performance (ROA) of these compan ies. 



 

 

F inanc ial performance  is a measure of an organ izat ion’s earn ings, prof its, apprec iat ions  in 

value as ev idenced by the r ise  in the ent ity’s share pr ice (As imakopoulos, Sam itas and 

Papadogonas, 2009).  In  insurance, performance  is normally expressed  in net prem iums earned, 

prof itab il ity from underwr it ing act iv it ies, annual turnover, returns on  investment and return on 

equ ity. These measures can be class if ied as prof it performance measures and  investment 

performance measures. Prof it performance  includes the prof its measured  in monetary terms. 

S imply,  it  is the d ifference between the revenues and expenses. 

 

These two factors, revenue and expend iture are  in turn  influenced by f irm-spec if ic 

character ist ics,  industry features and macroeconom ic var iables.  Investment performance can 

take two d ifferent forms. One the return on assets employed  in the bus iness other than cash, and 

two, the return on the  investment operat ions of the surplus of cash at var ious levels earned on 

operat ions (Chen and Wong, 2004; and As imakopoulos, Sam itas, and Papadogonas, 2009). 

 

At the m icro level, prof it  is the essent ial pre-requ is ite for the surv ival, growth and 

compet it iveness of  insurance f irms and the cheapest source of funds. W ithout prof its  insurers 

cannot attract outs ide cap ital to meet the ir set object ives  in th is ever chang ing and compet it ive 

global ized env ironment. Prof it does not only  improve upon  insurers’ solvency state but  it also 

plays an essent ial role  in persuad ing pol icyholders and shareholders to supply funds to 

 insurance f irms. Thus, one of the object ives of management of  insurance compan ies  is to atta in 

prof it as an underly ing requ irement for conduct ing any  insurance bus iness (Chen and Wong, 

2004). 

 



 

 

General  insurer’s prof itab il ity  is  influenced by both  internal and external factors. Whereas 

 internal factors focus on an  insurer’s spec if ic character ist ics, the external factors concern both 

 industry features and macroeconom ic var iables. The f irm-spec if ic factors  include; leverage 

wh ich  is measured by the rat io of total debt to equ ity (debt/equ ity rat io). Th is rat io shows the 

degree to wh ich a bus iness  is ut il iz ing borrowed money.  It reflects  insurance compan ies' 

ab il ity to manage the ir econom ic exposure to unexpected losses. Th is rat io represents the 

potent ial  impact on cap ital and surplus of def ic ienc ies  in reserves due to f inanc ial cla ims 

(Adams and Buckle, 2000). 

The s ize of the f irm  is another factor that determ ines an  insurance company’s f inanc ial 

performance. The s ize of the f irm affects  its f inanc ial performance  in many ways. Large f irms 

can explo it econom ies of scale and scope and thus be ing more eff ic ient compared to small 

f irms. S ize can be determ ined by net prem ium wh ich  is the prem ium earned by an  insurance 

company after deduct ing the re insurance ceded. The prem ium base of  insurers d ictates the 

quantum of pol icy l iab il it ies to be borne by them (Ahmed, Ahmed, and Ahmed, 2010; and 

Teece, 2009). 

 

Another factor  is the age of a company. Older f irms are more exper ienced, have enjoyed the 

benef its of learn ing, are not prone to the l iab il it ies of newness, and can therefore enjoy super ior 

performance. Older f irms may also benef it from reputat ion effects, wh ich allow them to earn a 

h igher marg in on sales. On the other hand, older f irms are prone to  inert ia, and the bureaucrat ic 

oss if icat ion that goes along w ith age; they m ight have developed rout ines, wh ich are out of 

touch w ith changes  in market cond it ions,  in wh ich case an  inverse relat ionsh ip between age 

and prof itab il ity or growth could be observed (Sh iu, 2004). 

 



 

 

A study conducted by Omond i and Mutur i (2013) on the f inanc ial performance of 29 l isted 

compan ies operat ing  in Na irob i  in 2006 to 2012 showed that there  is s ign if icant negat ive effect 

on f inanc ial performance concern ing leverage (rat io of debt-equ ity). The ir f ind ings suggested 

that l iqu id ity that  is current assets over current l iab il it ies has a s ign if icant  improvement on 

f irms when  it comes to f inanc ial performance. They concluded that the s ize of a company has a 

pos it ive effect on f inanc ial performance based on the ir research. 

 

The factors that affect performance f inanc ially of the Jordan ian  Insurance Compan ies were 

looked  into by Almajal i et al, (2012). The ir research covered 25 l isted compan ies at Amman 

Stock Exchange for the per iod 2002 to 2007. The outcome prov ided that s ize, leverage, 

l iqu id ity and management competence  index had a pos it ive effect on the f inanc ial performance 

of the  insurance compan ies. 

 

Retent ion rat io  is the percentage of the underwr itten bus iness wh ich  is not transferred to 

re insurers. A h igher retent ion rat io w ith lower cla ims rat io  is l ikely to  impact on the 

performance of  insurers’ pos it ively. Theoret ically, a more eff ic ient  insurance company  in 

underwr it ing dec is ions accompan ied by h igher retent ion should have h igher prof itab il ity 

(Charumath i, 2012). 

 

Mwang i (2013) sought to establ ish the factors; and the extent to wh ich they  influence f inanc ial 

performance of  insurance compan ies. He used prof itab il ity as a f inanc ial performance 

 ind icator. He noted that  interest rate fluctuat ions, l iqu id ity, and compet it ion are the key factors 

that  influence f inanc ial performance of Kenyan  insurance compan ies, but he d id not state the ir 

relat ionsh ip. Wab ita (2013) exam ined the determ inants of f inanc ial performance of  insurance 



 

 

compan ies  in Kenya and concluded that; growth of the  insurance  industry pos it ively affects 

f inanc ial performance, leverage of the  insurance  industry negat ively affects f inanc ial 

performance, and the amount of tang ible assets held by the  industry pos it ively affects f inanc ial 

performance.  

 

Mutug i (2012) carr ied out a study to establ ish the factors that  influence f inanc ial performance 

of l ife assurance compan ies  in Kenya and found that cap ital structure,  innovat ion and 

ownersh ip structure are determ inants of f inanc ial performance. Accord ing to a study conducted 

by Ahmed, Ahmed and Usman (2011) on the determ inants of performance,  it  ind icated that 

s ize, r isk and leverage are  important determ inants of performance of l ife  insurance compan ies 

of Pak istan. Accord ing to the ir study Return on Asset (ROA) has stat ist ically  ins ign if icant 

relat ionsh ip w ith growth, prof itab il ity, age and l iqu id ity.  

 

Another  influence on the prof itab il ity of  insurers  is the retent ion rat io. The retent ion rat io  is 

the percentage of the underwr itten bus iness wh ich  is not transferred to re insurers. A h igher 

retent ion rat io w ith lower cla ims rat io  is l ikely to  impact on the performance of  insurers’ 

pos it ively. Through a dynam ic panel model, Pervan, Curak and Mar ijanov ic (2012) 

 invest igated the underly ing factors of Bosn ia and Herzegov ina  insurance  industry’s 

prof itab il ity. The ir f ind ings  ind icated a strong negat ive  influence of cla ims rat io on 

prof itab il ity. They further showed that age and market shares have s ign if icant pos it ive  impacts 

on  insurers’ f inanc ial performance. 

 

Kastur i (2006) argued that the performance of  insurance company  in f inanc ial terms  is normally 

expressed  in net prem ium earned, prof itab il ity from underwr it ing act iv it ies, annual turnover, 



 

 

return on  investment and return on equ ity. These measures can be class if ied as prof it 

performance measures and  investment performance measures.  

 

Chen and Wong (2004) revealed that s ize,  investment and l iqu id ity are s ign if icant determ inants 

of the prof itab il ity of  insurers. However, Ahmed et al., (2011)  in a s im ilar study of the 

Pak istan i l ife  insurance  industry, cla imed that l iqu id ity  is not a s ign if icant determ inant of 

 insurers’ prof itab il ity. They pos ited that, whereas s ize and r isk (loss rat io) are s ign if icant and 

pos it ively related to the prof itab il ity of  insurance f irms, leverage  is negat ive and hence 

decreases the prof itab il ity of  insurers s ign if icantly. St ill  in Pak istan, Mal ik (2011) delved  into 

the determ inants of the f inanc ial performance of 35 l isted l ife and non-l ife compan ies cover ing 

the per iod of 2005 to 2009. Although h is study covers both sectors of the  insurance bus iness, 

much of h is f ind ings seem to conf irm that of Ahmed et al (2011). Spec if ically, Mal ik found that 

whereas s ize and cap ital have strong pos it ive assoc iat ion w ith  insurers’ prof itab il ity, loss rat io 

and leverage have strong  inverse relat ionsh ip w ith prof itab il ity. 

 

Another research was done among Bermuda  insurers by Adams and Buckle (2003) and they 

argued that h ighly geared and low l iqu id Bermuda  insurers perform better and that the ir 

underwr it ing r isk  is d irectly related to a res il ient f inanc ial performance. Th is seems to suggest 

that actuar ial r isk and operat ional r isks were properly managed by Bermuda  insurers. Adams 

and Buckle (2003) further pos ited that  insurers’ s ize and scope of bus iness do not have 

s ign if icant  influence on f inanc ial performance. The f ind ings of Charumath i (2012) about the 

 Ind ian  insurance sector however contrad ict that of Adams and Buckle (2003). Charumath i 

(2012) noted that the prof itab il ity of l ife assurers  is pos it ive and  is  influenced s ign if icantly by 

the s ize of an  insurer as measured by net prem iums. He further pos ited that leverage, prem ium 



 

 

growth and equ ity cap ital have strong  inverse relat ionsh ip w ith  insurers’ prof itab il ity. The 

f ind ings of Charumath i (2012) conf irms that of Chen et al., (2004) that,  insurers’ prof itab il ity 

decreases w ith an  increase  in equ ity rat io. 

 

Adams and Buckle (2003) argued that h ighly geared and low l iqu id Bermuda  insurers perform 

better and that the ir underwr it ing r isk  is d irectly related to a res il ient f inanc ial performance. 

Th is seems to suggest that actuar ial r isk and operat ional r isks are properly managed by 

Bermuda  insurers. Adams and Buckle further pos ited that  insurers’ s ize and scope of bus iness 

do not have s ign if icant  influence on f inanc ial performance. Sh iu (2004) conducted separate 

stud ies on the econom ic performance of UK general  insurance  industry and revealed that 

l iqu id ity, unexpected  inflat ion,  interest rate level and underwr it ing prof its were stat ist ically 

s ign if icant determ inants of the  insurers’ performance. 

 

Hrechan iuk et al. (2007) exam ined the f inanc ial performance of  insurance compan ies  in Spa in, 

L ithuan ia and Ukra ine. The ir results showed a strong correlat ion between  insurers’ f inanc ial 

performance and the growth of the wr itten  insurance prem iums. Pervan and Pav ic (2010) and 

Curak et al (2011)  invest igated  into the  impacts of f irm-spec if ic,  industry-spec if ic and 

macroeconom ic var iables on the f inanc ial performance of the Croat ian non-l ife and compos ite 

 insurance compan ies respect ively. The results of Pervan and Pav ic revealed an  inverse and 

s ign if icant  influence of ownersh ip, expense rat io and  inflat ion on prof itab il ity.  In lend ing 

support to the f ind ings of Pervan and Pev ic (2010), Curak et al (2011)  ind icated that s ize, 

underwr it ing r isk,  inflat ion and equ ity returns have s ign if icant assoc iat ion w ith compos ite 

 insurers’ f inanc ial performance. 

 



 

 

 In Poland, a panel study of 25 non-l ife  insurance compan ies by Kozak (2011) revealed that the 

value of gross prem iums  is pos it ive and a s ign if icant parameter of the prof itab il ity and 

eff ic iency of  insurance compan ies. He, however,  ident if ied a negat ive relat ionsh ip between 

prof itab il ity and lack of spec ial izat ion or expert ise  in few cost-effect ive products. 

 

Other poss ible determ inants of prof itab il ity  in the  insurance  industry are fore ign ownersh ip, 

compet it ion and GDP growth rate. Fore ign ownersh ip and GDP growth rate have been 

 ident if ied  in other countr ies to contr ibute pos it ively to  insurers’ prof itab il ity (Kozak, 2011 and 

Ahmed et al., 2011). The ev idence on the relat ionsh ip between compet it ion and  insurers’ 

prof itab il ity  is scanty and m ixed. Chen and Wong (2004) revealed that s ize,  investment and 

l iqu id ity are s ign if icant determ inants of the prof itab il ity of  insurers. However, Ahmed et al., 

(2011)  in a s im ilar study of the Pak istan i l ife  insurance  industry, cla imed that l iqu id ity  is not a 

s ign if icant determ inant of  insurers’ prof itab il ity. They pos ited that, whereas s ize and r isk (loss 

rat io) are s ign if icant and pos it ively related to the prof itab il ity of  insurance f irms, leverage  is 

negat ive and hence decreases the prof itab il ity of  insurers s ign if icantly.  

 

St ill  in Pak istan, Mal ik (2011) delved  into the determ inants of the f inanc ial performance of 35 

l isted l ife and non-l ife compan ies cover ing the per iod of 2005 to 2009.  Although h is study 

covered both sectors of the  insurance bus iness, much of h is f ind ings seem to conf irm that of 

Ahmed et al. (2011). Spec if ically, Mal ik found that whereas s ize and cap ital have strong 

pos it ive assoc iat ion w ith  insurers’ prof itab il ity, loss rat io and leverage have strong  inverse 

relat ionsh ip w ith prof itab il ity. 
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CHAPTER THREE 

RESEARCH METHODOLOGY AND ORGAN IZAT IONAL PROF ILE 

3.0  INTRODUCT ION 

Th is chapter d iscusses the methodology employed  in the study.  It covers amongst others the 

sources of data used  in the study, the study populat ion and sample s ize, data collect ion and data 

analys is, def in it ion of var iables used  in the study and an overv iew of the  insurance  industry  in 

Ghana.  

 

3.1 RESEARCH DES IGN 

The study employs the quant itat ive approach of research  in exam in ing the determ inants of the 

f inanc ial performance of some selected l ife and non-l ife  insurance compan ies  in Ghana. Ten 

compos ite  insurance compan ies wh ich underwr ite both l ife and non-l ife  insurance pol ic ies 

were selected for the study. 

 

3.2 SOURCES OF DATA 

The study employed secondary data wh ich are bas ically the annual reports of the selected 

 insurance compan ies. These annual reports were obta ined from the off ic ial webs ites of the 

selected  insurance compan ies. The data covers a f ive year per iod spann ing from 2015 to 2019. 

 

3.3 STUDY POPULAT ION AND SAMPLE S IZE 

The study has been conducted on the  insurance  industry  in Ghana. The populat ion for the study 

 is all l ife and non-l ife  insurance compan ies  in Ghana.  Insurance compan ies were chosen 

pr imar ily due to the ava ilab il ity and rel iab il ity of data because they are requ ired statutor ily to 

prov ide annual reports at the end of the year.  It  is out of th is populat ion that a sample s ize of ten 



 

 

compos ite  insurance compan ies wh ich underwr ite both l ife and non-l ife  insurance pol ic ies 

were chosen for the study. The conven ience sampl ing techn ique  is used  in select ing the sample. 

 

3.4 DATA COLLECT ION 

The study employed secondary data sources to exam ine the determ inants of prof itab il ity  in the 

 insurance  industry  in Ghana. Data for the study were extracted from the annual reports of the 

 insurance compan ies spann ing a per iod of f ive years from 2015 to 2019. The annual reports of 

the selected  insurance compan ies were obta ined from the ir off ic ial webs ites. 

 

3.5 DATA ANALYS IS  

The study exam ines the determ inants of f inanc ial performance of the  insurance  industry  in 

Ghana. Purpos ively, the researcher employs Random and F ixed Effect regress ion analys is (see 

Anderson and Reeb 2003; De Andres, Azofra, and Lopez, 2005) to exam ine the determ inants of 

the f inanc ial performance of  insurance compan ies  in Ghana. Return on assets (ROA), the 

dependent var iable  in the model  is def ined as prof it before  interest and tax expressed as a 

percentage of total assets. However, the  independent var iables employed to determ ine the 

f inanc ial performance of the  insurance compan ies  include tang ib il ity, s ize, leverage, l iqu id ity, 

retent ion rat io and gross wr itten prem ium. Correlat ion was consequently employed to detect 

mult icoll inear ity amongst the var iables. The regress ion model for th is study  is therefore stated 

as follows;   

𝑅𝑂𝐴𝑖𝑡 =  𝛽1 +  𝛽2𝑇𝐴𝑁𝑖𝑡 +  𝛽3𝑅𝑅𝑖𝑡 +  𝛽4𝐿𝐸𝑉𝑖𝑡 + 𝛽5𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽6𝐺𝑊𝑃𝑖𝑡 + 𝛽7𝐿𝐼𝑄𝑖𝑡 + 𝛽8𝐼𝐹𝐿𝑖𝑡 

+ 𝜀𝑖𝑡 

 

Where; 

TAN = Tang ib il ity 



 

 

ROA = Return on assets;  

RR = Retent ion Rat io 

LEV = Leverage of the  insurance compan ies 

S IZE = S ize of the  insurance compan ies 

GWP = Gross Wr itten Prem ium  

L IQ = L iqu id ity 

 IFL = End of year  inflat ion  index 

The subscr ipt  i and t represents the cross-sect ional and t ime ser ies d imens ion of the data 

respect ively. 

  

Table 3.1 below shows the measurement of the var iable employed  in the study.  

 

Table 3.1: Var iables, Def in it ions and Expected S igns  

Var iable  Def in it ion  Expected 

S ign 

Return on assets (ROA) Prof it before  interest and tax 

expressed as a percentage of total 

assets  

 

Tang ib il ity (TAN) F ixed assets expressed as a 

percentage of total assets 

+ 

Retent ion rat io (RR) Net Prem ium/Gross Prem ium + 

Leverage (LEV) Total L iab il it ies d iv ided by Total 

Assets  

- 

S ize  Natural Logar ithm of Total Assets  + 

Gross Wr itten Prem ium 

(GWP) 

Natural logar ithm of gross 

prem iums wr itten by  insurer 

+ 

L iqu id ity (L IQ) Current assets expressed as a rat io of 

current l iab il it ies  

+ 

 Inflat ion ( INF) End of per iod annual change  in 

Consumer Pr ice  Index 
- 

Ε Res idual term  

 



 

 

3.6 OVERV IEW OF THE  INSURANCE  INDUSTRY  IN GHANA 

The Ghana ian  insurance  industry  is a v ibrant and grow ing  industry w ith a huge potent ial to 

contr ibute to econom ic growth  if developed and much attent ion pa id to  it. The  industry  is 

regulated by the Nat ional  Insurance Comm iss ion (N IC). The  insurance  industry  is governed by 

the  Insurance Act 2006, ACT 724. Th is Act compl ies s ign if icantly w ith the  Internat ional 

Assoc iat ion of  Insurance Superv isors ( IA IS) Core Pr inc iples and g ives better regulatory 

powers to the Nat ional  Insurance Comm iss ion. The Act among other th ings proh ib its 

compos ite  insurance compan ies. All compos ite  insurance compan ies therefore had to separate 

the ir l ife and non-l ife operat ions  into d ifferent compan ies. The ma in classes of l ife products are 

Un iversal L ife, Funeral, Whole L ife, Endowment Plan, Term Pol icy and Group l ife. The ma in 

classes of Non-l ife bus inesses are F ire burglary and property damage, Acc ident, Mar ine and 

av iat ion, Motor and General L iab il ity. Some trade assoc iat ions an  inst itute  include Afr ican 

 Insurance Organ izat ion (A IO), Ghana  Insurance Brokers Assoc iat ion (G IBA), Ghana  Insurers 

Assoc iat ion (G IA),  Internat ional Assoc iat ion of  Insurance Superv isors ( IA IS),  Insurance 

 Inst itute of Ghana ( I IG), West Afr ican  Insurance Compan ies Assoc iat ion (WA ICA), West 

Afr ican  Insurance  Inst itute (WA I I) and Ghana  Insurance College. 

  



 

 

CHAPTER FOUR 

DATA PRESENTAT ION, ANALYS IS AND D ISCUSS ION 

4.0  INTRODUCT ION 

Th is chapter covers the presentat ion of data, analys is of data and d iscuss ions of results.  It 

covers the descr ipt ive stat ist ics, correlat ion analys is and regress ion analys is to exam ine the 

determ inants of prof itab il ity of the  insurance compan ies. 

 

Table 4.1: Results of Descr ipt ive stat ist ics  

Var iable Mean Std. Dev. M in Max 

L IFE     

ROA 0.4655 0.1509 0.0000 0.76759 

S IZE 13.401 1.1098 9.2559 15.551 

Tang ib il ity 0.6217 0.5269 3.9512 12.979 

RR 0.0698 0.1129 0.5321 0.4204 

LEVERAGE 0.3293 0.1275 0.0000 0.9911 

GWP 10.2494 0.4122 9.1609 13.6468 

L iqu id ity 3.6372 0.1477 2.1867 4.3568 

 Inflat ion 0.0567 0.1527 3.4567 9.3562 

     

NON-L IFE     

ROA 0.3255 0.1301 0.0000 0.5675 

S IZE 15.201 1.2412 8.2559 17.551 

Tang ib il ity 0.6832 0.4223 4.9512 14.979 

RR 0.1628 0.1129 0.4321 0.2204 

LEVERAGE 0.2846 0.1057 0.0000 0.8311 

GWP 13.2494 0.3122 10.2609 16.6468 

L iqu id ity 4.5372 0.2377 2.1867 4.3568 

 Inflat ion 0.0767 0.1427 5.4567 10.3562 

     

Keynotes: ROA = Return on assets; ROCE = return on cap ital employed; S IZE = s ize of 

 insurance company; RR = Retent ion rat ion; GWP = Gross wr itten prem ium 

Table 4.1 reports the results of the descr ipt ive stat ist ics of the data. These  include the mean, 

standard dev iat ion, m in imum and max imum values for both l ife and non-l ife  insurance 

compan ies.  On Return on assets (ROA), the table records a mean of 0.4655 and a standard 



 

 

dev iat ion of 0.1509 for l ife  insurance compan ies, suggest ing that l ife  insurance compan ies are 

able to generate approx imately about 46.55% of return on the ir assets. The table reports a mean 

of 0.6217 and a standard dev iat ion of 0.5269 for Tang ib il ity of the l ife  insurance compan ies, 

suggest ing that the rat io of f ixed assets to total assets of the l ife  insurance compan ies  is 

approx imately 62.17%.  Retent ion rat io (RR) wh ich expresses net prem ium as a percentage of 

gross prem ium recorded a mean of 0.0698 and standard dev iat ion of 0.1129 for l ife  insurance 

compan ies  imply ing that on average l ife  insurance f irms net prem ium expressed as a percentage 

of gross prem ium  is 6.98%. 

 

On the l ife  insurance compan ies’ total l iab il it ies to total assets rat io (that  is, leverage), table 4.1 

reports a mean and standard dev iat ion of 0.3293 and 0.1275 respect ively, suggest ing that the 

l ife  insurance compan ies are lowly geared.  In other words, a small proport ion of the  insurance 

compan ies’ assets (approx imately 32.93%) are f inanced through debt cap ital. Furthermore, the 

results on the l ife  insurance compan ies’ s ize (BS IZE)  in table 4.1 recorded an approx imated 

mean and standard dev iat ion of 13.401 and 1.1098 suggest ing that l ife  insurance compan ies on 

the average have total assets s ize of approx imately GHS13m. Gross wr itten prem ium (GWP) 

wh ich  is prox ied by natural logar ithm of gross prem iums of the  insurance compan ies recorded a 

mean of 10.2494 and standard dev iat ion of 0.4122 for l ife  insurance compan ies. Th is suggests 

that the gross wr itten prem ium of l ife  insurance compan ies on average  is GHS10m. 

 

L iqu id ity measures the number of t imes the current assets of the  insurance compan ies can cover 

the payments of the ir current l iab il it ies. Thus, l iqu id ity expresses current assets as a rat io of 

current l iab il it ies. As presented  in the table 4.1, l iqu id ity recorded a mean of 3.6372 and 

standard dev iat ion of 0.14765 for l ife  insurance compan ies suggest ing that on average the 

current assets of l ife  insurance compan ies can d iv ide the ir current l iab il it ies by 3.6372 t imes. 



 

 

Thus, l ife  insurance compan ies on the average can pay the ir current l iab il it ies out of the ir 

current assets by approx imately 4 t imes.  Inflat ion recorded a mean of 0.0567 and standard 

dev iat ion of 0.1527  imply ing that on average end of year  inflat ion  is 5.67%  in the  insurance 

 industry.  Increases  in  interest rate ar is ing from h igh- inflat ionary pressures means that returns 

on  investments w ill  increase and as a result  inflat ion has a pos it ive effect on  insurer’s 

prof itab il ity due to h igh  investment y ields. 

 

Regard ing non-l ife  insurance compan ies, Return on assets (ROA), records a mean of 0.3255 and 

a standard dev iat ion of 0.1301, suggest ing that non-l ife  insurance compan ies are able to 

generate approx imately about 32.55% of return on the ir assets. The table reports a mean of 

0.6832 and a standard dev iat ion of 0.4223 for Tang ib il ity for the non-l ife  insurance compan ies, 

suggest ing that the rat io of f ixed assets to total assets of the non-l ife  insurance compan ies  is 

approx imately 68.32%.  Retent ion rat io (RR) wh ich expresses net prem ium as a percentage of 

gross prem ium recorded a mean of 0.1628 and standard dev iat ion of 0.1129 for non-l ife 

 insurance compan ies  imply ing that on average non-l ife  insurance f irms net prem ium expressed 

as a percentage of gross prem ium  is 16.28%. 

 

On the non-l ife  insurance compan ies’ total l iab il it ies to total assets rat io (that  is, leverage), 

table 4.1 reports a mean and standard dev iat ion of 0.2846 and 0.1057 respect ively, suggest ing 

that non-l ife  insurance compan ies are lowly geared.  In other words, a small proport ion of the 

 insurance compan ies’ assets (approx imately 28.46%) are f inanced through debt cap ital.  

 

Furthermore, the results on the non-l ife  insurance compan ies’ s ize (BS IZE)  in table 4.1 

recorded an approx imated mean and standard dev iat ion of 15.201 and 1.2412 suggest ing that 

non-l ife  insurance compan ies on the average have total assets s ize of approx imately GHS15m. 



 

 

Gross wr itten prem ium (GWP) wh ich  is prox ied by natural logar ithm of gross prem iums of the 

 insurance compan ies recorded a mean of 13.2494 and standard dev iat ion of 0.3122 for non-l ife 

 insurance compan ies. Th is suggests that the gross wr itten prem ium of non-l ife  insurance 

compan ies on average  is GHS13m. 

 

L iqu id ity measures the number of t imes the current assets of the  insurance compan ies can cover 

the payments of the ir current l iab il it ies. Thus, l iqu id ity expresses current assets as a rat io of 

current l iab il it ies. As presented  in the table 4.1, l iqu id ity recorded a mean of 4.5372 and 

standard dev iat ion of 0.2377 for non-l ife  insurance compan ies suggest ing that on average the 

current assets of non-l ife  insurance compan ies can d iv ide the ir current l iab il it ies by 4.5372 

t imes. Thus, non-l ife  insurance compan ies on the average can pay the ir current l iab il it ies out of 

the ir current assets by approx imately 5 t imes.  

 

 Inflat ion recorded a mean of 0.0767 and standard dev iat ion of 0.1427  imply ing that on average 

end of year  inflat ion  is 7.67%  in the non-l ife  insurance  industry.  Increases  in  interest rate 

ar is ing from h igh- inflat ionary pressures means that returns on  investments w ill  increase and as 

a result  inflat ion has a pos it ive effect on  insurer’s prof itab il ity due to h igh  investment y ields. 

 

 

 

 

 

 

 

Table 4.2: Results of Correlat ion Matr ix 



 

 

 1 2 3 4 5 6 7 8 

L IFE         

1.ROA 1.000         

2.S ize 0.057 1.000        

3.Tang ib il ity 0.147 0.662 1.000       

4. RR 0.366 0.031 0.076 1.000      

5.Leverage -0.004 -0.252 -0.165 -0.137 1.000     

6.GWP 0.009 0.015 0.019 0.001 0.032 1.000   

7. L iqu id ity 0.247 0.264 0.165 0.144 -0.087 0.353 1.000  

8.  Inflat ion 0.061 0.324 0.023 0.213 0.089 0.068 0.436 1.000 

         

NON-L IFE         

1.ROA 1.000         

2.S ize 0.435 1.000        

3.Tang ib il ity 0.246 0.324 1.000       

4. RR 0.452 0.231 0.176 1.000      

5.Leverage -0.043 -0.552 -0.365 -0.237 1.000     

6.GWP 0.349 0.215 0.219 0.051 0.132 1.000   

7. L iqu id ity 0.447 0.364 0.135 0.164 -0.187 0.253 1.000  

8.  Inflat ion 0.071 0.424 0.053 0.313 0.189 0.168 0.436 1.000 

Keynotes: ROA = Return on assets; S IZE = s ize of  insurance company; RR = Retent ion 

rat io; GWP = Gross wr itten prem ium 

Table 4.2 above reports the correlat ion matr ix of the var iables employed  in the exam inat ion of 

prof itab il ity of the  insurance compan ies. The correlat ion results suggest no mult icoll inear ity 

among the var iables as all the correlat ion results fall w ith in the tolerance level of 0.8. The 

results show both negat ive and pos it ive correlat ion coeff ic ients. The table records pos it ive 

correlat ion between tang ib il ity and prof itab il ity (0.147) of l ife  insurance compan ies  imply ing 

that an  increase  in the tang ib il ity of the l ife  insurance compan ies w ill result  in an  increase  in 

the ir prof itab il ity. Th is  is because an  increase  in tang ib il ity  impl ies that the l ife  insurance 

compan ies have more assets wh ich can be used to operate for more than one year thereby 

reduc ing any  immed iate need for  investment  in f ixed assets and  increas ing the cash surplus of 

the  insurance compan ies wh ich can be  invested to earn extra  income thereby  increas ing the ir 



 

 

prof itab il ity  in total. The table also show a pos it ive relat ionsh ip between tang ib il ity of the l ife 

 insurance compan ies and the ir s izes (0.662).  

 

Table 4.2 reports a pos it ive relat ionsh ip between s ize and prof itab il ity of the l ife  insurance 

compan ies (0.057). Th is suggests that an  increase  in the s ize of the l ife  insurance compan ies 

w ill result  in an  increase  in the ir prof itab il ity. Th is  is because an  increase  in the s ize of the 

 insurance compan ies could be  in the form of  increase  in the ir cash surplus balance wh ich can 

be  invested  in order to earn  investment  income thereby  increas ing the overall prof itab il ity of 

the l ife  insurance compan ies. Th is  is  in l ine w ith the f ind ings of Ahmed, Ahmed, and Ahmed, 

(2010) and Teece (2009) who noted  in the ir stud ies that large f irms can explo it econom ies of 

scale and scope and thus be ing more eff ic ient compared to small f irms. S im ilarly, 

Athanasoglou, Br iss im is and Del is (2005) asserted that  increase  in  insurance compan ies’ s ize 

 increases the ir f inanc ial performance. Almajal i et al. (2012) also argued that the s ize of the f irm 

can affect  its f inanc ial performance. However, for f irms that become except ionally large, the 

effect of s ize could be negat ive due to bureaucrat ic and other reasons (Yuq i, 2007). 

 

The table further reports pos it ive correlat ion of 0.366 between retent ion rat io (RR) and 

prof itab il ity of the l ife  insurance compan ies. Thus, an  increase  in retent ion rat io w ill results  in 

an  increase  in the prof itab il ity of the l ife  insurance compan ies. Th is  is  in l ine w ith the f ind ings 

of Ahmed, Ahmed, and Ahmed, (2010) who also concluded  in the ir study that h igh retent ion 

rat io w ill result  in h igh prof itab il ity because the net prem ium reta in can be re- invested to earn 

extra  income. Table 4.2 also reports a pos it ive correlat ion of 0.031 between retent ion rat io (RR) 

and  insurance compan ies s ize (S IZE). Th is suggests that an  increase  in retent ion rat io of the 

l ife  insurance compan ies w ill lead to an  increase  in the ir s ize. The table also reports a pos it ive 

correlat ion of 0.076 between retent ion rat io and tang ib il ity of the l ife  insurance compan ies 



 

 

 imply ing that an  increase  in the retent ion rat io of the l ife  insurance compan ies w ill translate 

 into  increase  in the ir tang ib il ity rat io. 

 

From Table 4.2, leverage wh ich measures the gear ing level of the  insurance compan ies show 

negat ive correlat ion of -0.004 and -0.2521 w ith prof itab il ity and s ize of the l ife  insurance 

compan ies respect ively suggest ing that an  increase  in leverage w ill result  in a decrease  in 

prof itab il ity and the s ize of the  insurance compan ies. Th is result conf irms the f ind ings of 

Wab ita (2013) who also concluded from h is study that leverage of the  insurance  industry 

negat ively affects f inanc ial performance. 

 

Gross wr itten prem ium (GWP)  is the natural logar ithms of the gross prem ium  income of the 

 insurance compan ies. Table 4.2 reports a pos it ive correlat ion between gross wr itten prem ium 

(GWP) and prof itab il ity of the  insurance compan ies (0.009). Th is suggests that an  increase  in 

gross wr itten prem ium (GWP) w ill result  in an  increase  in the prof itab il ity of the l ife  insurance 

compan ies. Th is conf irmed the f ind ings of Kozak (2011) who revealed that the value of gross 

prem iums  is pos it ive and a s ign if icant parameter of the prof itab il ity and eff ic iency of 

 insurance compan ies’ f inanc ial performance. The table further reports a pos it ive correlat ion of 

0.015 and 0.019 between gross wr itten prem ium (GWP) and s ize and tang ib il ity of the 

 insurance compan ies respect ively.  

 

L iqu id ity refers to the degree to wh ich debt obl igat ions com ing due  in the next twelve months 

can be pa id from cash or assets that w ill be turned  into cash.  Insurance l iqu id ity  is the ab il ity of 

the  insurer to fulf il the ir  immed iate comm itments to pol icyholders w ithout hav ing to  increase 

prof its on underwr it ing and  investment act iv it ies and/or l iqu idate f inanc ial assets. The cash 

and bank balances are to be kept suff ic ient to meet the  immed iate l iab il it ies towards cla ims due 



 

 

for payment but not yet settled (Chaharbagh i and Lynch, 1999). As shown  in Table 4.2, there  is 

pos it ive correlat ion between l iqu id ity of the l ife  insurance compan ies and the ir prof itab il ity 

(0.247)  imply ing that an  increase  in the l iqu id ity level of the l ife  insurance compan ies w ill 

translate  into an  increase  in the ir prof itab il ity. L iqu id ity further shows pos it ive correlat ion 

w ith s ize of the  insurance compan ies, tang ib il ity, and the ir retent ion rat io. Th is means that an 

 increase  in the l iqu id ity of the l ife  insurance compan ies w ill result  in an  increase  in the ir s ize, 

retent ion rat io and the ir tang ib il ity rat io. There  is however a negat ive correlat ion between 

L iqu id ity rat io and leverage. Thus, an  increase  in the l iqu id ity rat io of the l ife  insurance 

compan ies w ill result  in a decrease  in the ir leverage level and v ice versa. The results are  in l ine 

w ith the f ind ings of Almajal i et al. (2012) who found that f irm l iqu id ity had s ign if icant 

pos it ive effect on f inanc ial performance of  insurance compan ies. The result suggested that the 

 insurance compan ies should  increase the current assets and decrease current l iab il it ies because 

of the pos it ive relat ionsh ip between the l iqu id ity and f inanc ial performance. 

 

 Inflat ion shows pos it ive correlat ion w ith the return on assets of the l ife  insurance compan ies 

(0.061). Th is  is because  increases  in  interest rate ar is ing from h igh- inflat ionary pressures 

means that returns on  investments w ill  increase and as a result  inflat ion has a pos it ive effect on 

 insurer’s prof itab il ity due to h igh  investment y ields. The results contrad ict the f ind ings of 

Pervan and Pav ic (2010) who found a s ign if icant  inverse relat ionsh ip between  inflat ion and 

prof itab il ity of  insurance compan ies. 

 

The table records pos it ive correlat ion between tang ib il ity and prof itab il ity (0.246) of non-l ife 

 insurance compan ies  imply ing that an  increase  in the tang ib il ity of the non-l ife  insurance 

compan ies w ill result  in an  increase  in the ir prof itab il ity. Th is  is because an  increase  in 

tang ib il ity  impl ies that the non-l ife  insurance compan ies have more assets wh ich can be used to 



 

 

operate for more than one year thereby reduc ing any  immed iate need for  investment  in f ixed 

assets and  increas ing the cash surplus of the  insurance compan ies wh ich can be  invested to earn 

extra  income thereby  increas ing the ir prof itab il ity  in total. The table also show a pos it ive 

relat ionsh ip between tang ib il ity of the non-l ife  insurance compan ies and the ir s izes (0.324).  

 

Table 4.2 reports a pos it ive relat ionsh ip between s ize and prof itab il ity of the non-l ife  insurance 

compan ies (0.435). Th is suggests that an  increase  in the s ize of the non-l ife  insurance 

compan ies w ill result  in an  increase  in the ir prof itab il ity. Th is  is because an  increase  in the 

s ize of the non-l ife  insurance compan ies could be  in the form of  increase  in the ir cash surplus 

balance wh ich can be  invested  in order to earn  investment  income thereby  increas ing the 

overall prof itab il ity of the non-l ife  insurance compan ies. Th is  is  in l ine w ith the f ind ings of 

Ahmed, Ahmed, and Ahmed, (2010) and Teece (2009) who noted  in the ir stud ies that large 

f irms can explo it econom ies of scale and scope and thus be ing more eff ic ient compared to small 

f irms. S im ilarly, Athanasoglou, Br iss im is and Del is (2005) asserted that  increase  in  insurance 

compan ies’ s ize  increases the ir f inanc ial performance. Almajal i et al. (2012) also argued that 

the s ize of the f irm can affect  its f inanc ial performance. However, for f irms that become 

except ionally large, the effect of s ize could be negat ive due to bureaucrat ic and other reasons 

(Yuq i, 2007). 

 

The table further reports pos it ive correlat ion of 0.452 between retent ion rat io (RR) and 

prof itab il ity of non-l ife  insurance compan ies. Thus, an  increase  in retent ion rat io w ill results  in 

an  increase  in the prof itab il ity of the non-l ife  insurance compan ies. Th is  is  in l ine w ith the 

f ind ings of Ahmed, Ahmed, and Ahmed, (2010) who also concluded  in the ir study that h igh 

retent ion rat io w ill result  in h igh prof itab il ity because the net prem ium reta in can be re-

 invested to earn extra  income. Table 4.2 also reports a pos it ive correlat ion of 0.231 between 



 

 

retent ion rat io (RR) and non-l ife  insurance compan ies s ize (S IZE). Th is suggests that an 

 increase  in retent ion rat io of the non-l ife  insurance compan ies w ill lead to an  increase  in the ir 

s ize. The table also reports a pos it ive correlat ion of 0.176 between retent ion rat io and 

tang ib il ity of the non-l ife  insurance compan ies  imply ing that an  increase  in the retent ion rat io 

of the l ife  insurance compan ies w ill translate  into  increase  in the ir tang ib il ity rat io. 

 

From Table 4.2, leverage wh ich measures the gear ing level of the  insurance compan ies show 

negat ive correlat ion of -0.043 and -0.552 w ith prof itab il ity and s ize of the non-l ife  insurance 

compan ies respect ively suggest ing that an  increase  in leverage w ill result  in a decrease  in 

prof itab il ity and the s ize of the non-l ife  insurance compan ies. Th is result conf irms the f ind ings 

of Wab ita (2013) who also concluded from h is study that leverage of the  insurance  industry 

negat ively affects f inanc ial performance. 

 

Gross wr itten prem ium (GWP)  is the natural logar ithms of the gross prem ium  income of the 

 insurance compan ies. Table 4.2 reports a pos it ive correlat ion between gross wr itten prem ium 

(GWP) and prof itab il ity of the non-l ife  insurance compan ies (0.349). Th is suggests that an 

 increase  in gross wr itten prem ium (GWP) w ill result  in an  increase  in the prof itab il ity of the 

non-l ife  insurance compan ies. Th is conf irmed the f ind ings of Kozak (2011) who revealed that 

the value of gross prem iums  is pos it ive and a s ign if icant parameter of the prof itab il ity and 

eff ic iency of  insurance compan ies’ f inanc ial performance. The table further reports a pos it ive 

correlat ion of 0.215 and 0.219 between gross wr itten prem ium (GWP) and s ize and tang ib il ity 

of the non-l ife  insurance compan ies respect ively.  

 

L iqu id ity refers to the degree to wh ich debt obl igat ions com ing due  in the next twelve months 

can be pa id from cash or assets that w ill be turned  into cash.  Insurance l iqu id ity  is the ab il ity of 



 

 

the  insurer to fulf il the ir  immed iate comm itments to pol icyholders w ithout hav ing to  increase 

prof its on underwr it ing and  investment act iv it ies and/or l iqu idate f inanc ial assets. The cash 

and bank balances are to be kept suff ic ient to meet the  immed iate l iab il it ies towards cla ims due 

for payment but not yet settled (Chaharbagh i and Lynch, 1999). As shown  in Table 4.2, there  is 

pos it ive correlat ion between l iqu id ity of the non-l ife  insurance compan ies and the ir 

prof itab il ity (0.447)  imply ing that an  increase  in the l iqu id ity level of the non-l ife  insurance 

compan ies w ill translate  into an  increase  in the ir prof itab il ity. L iqu id ity further shows pos it ive 

correlat ion w ith s ize of the non-l ife  insurance compan ies, tang ib il ity, and the ir retent ion rat io. 

Th is means that an  increase  in the l iqu id ity of non-l ife  insurance compan ies w ill result  in an 

 increase  in the ir s ize, retent ion rat io and the ir tang ib il ity rat io. There  is however a negat ive 

correlat ion between L iqu id ity rat io and leverage. Thus, an  increase  in the l iqu id ity rat io of the 

non-l ife  insurance compan ies w ill result  in a decrease  in the ir leverage level and v ice versa. 

The results are  in l ine w ith the f ind ings of Almajal i et al. (2012) who found that f irm l iqu id ity 

had s ign if icant pos it ive effect on f inanc ial performance of  insurance compan ies. The result 

suggested that non-l ife  insurance compan ies should  increase the current assets and decrease 

current l iab il it ies because of the pos it ive relat ionsh ip between the l iqu id ity and f inanc ial 

performance. 

 

 Inflat ion shows pos it ive correlat ion w ith the return on assets of the non-l ife  insurance 

compan ies (0.071). Th is  is because  increases  in  interest rate ar is ing from h igh- inflat ionary 

pressures means that returns on  investments w ill  increase and as a result  inflat ion has a pos it ive 

effect on  insurer’s prof itab il ity due to h igh  investment y ields. The results contrad ict the 

f ind ings of Pervan and Pav ic (2010) who found a s ign if icant  inverse relat ionsh ip between 

 inflat ion and prof itab il ity of  insurance compan ies. 

 



 

 

Table 4.3 and Table 4.4 report the Random-effect GLS regress ion results. Also, Table 4.5 and 

Table 4.6 report the F ixed-effect GLS regress ion results. The result of the Hausman Test of 4.35 

w ith P-Value 0.201 shows that the Random-effect  is more eff ic ient than the f ixed-effect s ince 

the probab il ity value  is greater than the s ign if icance level of 0.05. 

 

Table 4.3 Random-effects GLS regress ion (Dependent var iable: ROA) 

ROA Coeff ic ient Std. Error Z P>z 

L IFE     

Tang ib il ity 0.0511 0.0205 2.50 0.013** 

S IZE 0.0378 0.0133 2.85 0.004*** 

RR 0.0047 0.0828 1.89 0.687 

LEVERAGE -0.3129 0.0625 -3.21 0.002** 

GWP 0.4076 0.0312 4.24 0.000*** 

L iqu id ity 0.0468 0.0128 3.66 0.000*** 

 Inflat ion 0.0453 0.0462 1.68 0.836 

 INTERCEPT 0.1838 0.1867 0.98 0.325 

Note: Wald ch i2 (5) = 30.67 (Prob > ch i2 = 0.000)          R-Squared = 0.7564 

Hausman Test: 4.35; P-value 0.201 

*** and ** shows s ign if icance at 1% level and 5% level respect ively.  

Keynotes: ROA = Return on assets; S IZE = s ize of  insurance company; RR = Retent ion 

rat io; GWP = Gross wr itten prem ium 

Table 4.3 d isplays the random-effects regress ion results for the var iables employed  in the study. 

From Table 4.3, the results dep ict pos it ive and s ign if icant relat ionsh ip between tang ib il ity and 

prof itab il ity of l ife  insurance compan ies [β = 0.0511, P< 0.013] suggest ing that f ixed assets 

expressed as a rat io of total assets of l ife  insurance compan ies can pred ict the prof itab il ity of 

l ife  insurance compan ies employed  in th is study. The results  imply that a 1%  increase  in the 

tang ib il ity rat io of the  insurance compan ies w ill results  in a 5.11%  increase  in the return on 

assets (ROA) rat io of l ife  insurance compan ies. Thus, a percentage  increase  in tang ib il ity w ill 

have s ign if icant pos it ive effect on l ife  insurance f irm’s prof itab il ity (return on assets). All 



 

 

other th ings be ing equal any  increase  in f ixed assets w ill affect total assets pos it ively and th is 

m ight  increase the level of prof itab il ity (that  is return on assets) of the  insurance compan ies. 

Th is f ind ing  is contrary to ev idence of Er ic, Samuel and V ictor (2013) who found negat ive 

relat ionsh ip between tang ib il ity and prof itab il ity of  insurance compan ies. 

 

On the  influence of s ize on prof itab il ity of l ife  insurance compan ies, table 4.3 shows a pos it ive 

and s ign if icant relat ionsh ip between l ife  insurance compan ies s ize and prof itab il ity, that  is 

return on assets of the  insurance compan ies [β = 0.0378, P< 0.004] suggest ing that 1% change 

 in the total assets of l ife  insurance compan ies would cause a correspond ing  increase of 3.78% 

 in prof itab il ity (return on assets) of the l ife  insurance compan ies. Thus, as the s ize of l ife 

 insurance compan ies’  increases, they are able to attract more cl ients thereby  increas ing the ir 

gross prem ium  income and th is w ill be translated  into an  increase  in the ir overall prof itab il ity 

and consequently an  increase  in the ir return on assets (ROA). Th is suggests that an  increase  in 

the s ize of l ife  insurance compan ies w ill result  in an  increase  in the ir prof itab il ity. Th is  is 

because an  increase  in the s ize of l ife  insurance compan ies could be  in the form of  increase  in 

the ir cash surplus balance wh ich can be  invested  in order to earn  investment  income thereby 

 increas ing the ir overall prof itab il ity. Th is  is  in l ine w ith the f ind ings of Ahmed, Ahmed, and 

Ahmed, (2010) and Teece (2009) who noted  in the ir stud ies that large f irms can explo it 

econom ies of scale and scope and thus be ing more eff ic ient compared to small f irms. S im ilarly, 

Athanasoglou, Br iss im is and Del is (2005) asserted that  increase  in  insurance compan ies’ s ize 

 increases the ir f inanc ial performance. Almajal i et al. (2012) also argued that the s ize of the f irm 

can affect  its f inanc ial performance. However, for f irms that become except ionally large, the 

effect of s ize could be negat ive due to bureaucrat ic and other reasons (Yuq i, 2007). 

 



 

 

Table 4.3 shows pos it ive and  ins ign if icant relat ionsh ip between retent ion rat io (RR) and 

prof itab il ity of l ife  insurance compan ies [β = 0.0047, P< 0.687]. Thus, an  increase  in retent ion 

rat io w ill results  in an  increase  in the prof itab il ity of l ife  insurance compan ies. Th is  is  in l ine 

w ith the f ind ings of Ahmed, Ahmed, and Ahmed, (2010) who also concluded  in the ir study that 

h igh retent ion rat io w ill result  in h igh prof itab il ity because the net prem ium reta in can be re-

 invested to earn extra  income. 

 

The results show a negat ive and s ign if icant relat ionsh ip between l ife  insurance compan ies’ 

leverage rat io and prof itab il ity [β = -0.3129 P< 0.002]. Thus, suggest ing that 1%  increase  in the 

gear ing rat io of l ife  insurance compan ies would cause a decrease of 31.29%  in the ir return on 

assets (ROA). Th is suggests that an  increase  in leverage w ill result  in a decrease  in prof itab il ity 

of the l ife  insurance compan ies. Th is result conf irms the f ind ings of Wab ita (2013) who also 

concluded from h is study that leverage of the  insurance  industry negat ively affects f inanc ial 

performance. 

 

As shown  in Table 4.3, there  is a pos it ive and stat ist ically s ign if icant relat ionsh ip between 

gross wr itten prem ium (GWP) and prof itab il ity (return on assets, ROA) of l ife  insurance 

compan ies [β = 0.4076, P< 0.000] suggest ing that a 1%  increase  in gross wr itten prem ium of 

l ife  insurance compan ies w ill results  in a 40.76%  increase  in the ir prof itab il ity and return on 

assets (ROA). Th is suggests that an  increase  in gross wr itten prem ium (GWP) w ill result  in an 

 increase  in the prof itab il ity of the l ife  insurance compan ies. Th is conf irmed the f ind ings of 

Kozak (2011) who revealed that the value of gross prem iums  is pos it ive and a s ign if icant 

parameter of the prof itab il ity and eff ic iency of  insurance compan ies’ f inanc ial performance.  



 

 

As presented  in Table 4.3, there  is a pos it ive and s ign if icant relat ionsh ip between l iqu id ity and 

prof itab il ity (return on assets, ROA) of l ife  insurance compan ies [β = 0.0468, P< 0.000] 

suggest ing that a 1%  increase  in the l iqu id ity of l ife  insurance compan ies w ill results  in a 

4.68%  increase  in the ir prof itab il ity and return on assets (ROA). Th is result  is  in l ine w ith 

Er ic, Samuel and V ictor (2013) who also found pos it ive relat ionsh ip between l iqu id ity and 

prof itab il ity of  insurance f irms. The results are also conf irmed the f ind ings of Almajal i et al. 

(2012) who found that l iqu id ity had s ign if icant pos it ive effect on f inanc ial performance of 

 insurance compan ies. Thus, all other th ings been equal, an  increase  in the l iqu id ity pos it ion of 

the  insurance compan ies w ill have d irect  impact on prof itab il ity  in the sense that they w ill be 

able to  invest surplus cash  in order to earn more  investment  income wh ich w ill help  improve 

the ir bottom l ine and as such an  increase  in the return on assets (ROA) rat io.  

Table 4.3 further reports pos it ive and  ins ign if icant relat ionsh ip between  inflat ion and l ife 

 insurance compan ies’ return on assets. Th is  is because  increases  in  interest rate ar is ing from 

h igh- inflat ionary pressures means that returns on  investments w ill  increase and as a result 

 inflat ion has a pos it ive effect on  insurer’s prof itab il ity due to h igh  investment y ields. The 

results contrad ict the f ind ings of Pervan and Pav ic (2010) who found a s ign if icant  inverse 

relat ionsh ip between  inflat ion and prof itab il ity of  insurance compan ies. 

The table reports an adjusted R-squared of 0.7564 suggest ing that the pred ict ive var iables 

employed  in th is study can at most pred ict about 75.64% of the prof itab il ity of l ife  insurance 

compan ies (that return on assets)  in th is model. Furthermore, the results show Wald ch i2 of 

30.67 s ign if icant at 0.01 level, wh ich re iterates that the prof itab il ity of l ife  insurance 

compan ies can be expla ined by the explanatory var iables employed  in the study.  

 

Table 4.4 Random-effects GLS regress ion (Dependent var iable: ROA) 



 

 

ROA Coeff ic ient Std. Error Z P>z 

NON-L IFE     

Tang ib il ity 0.0631 0.0105 3.50 0.021** 

S IZE 0.0738 0.0313 2.90 0.005*** 

RR 0.0046 0.0924 1.86 0.421 

LEVERAGE -0.0840 0.0465 -4.31 0.001*** 

GWP 0.0786 0.0412 2.46 0.002*** 

L iqu id ity 0.0648 0.0218 4.66 0.000*** 

 Inflat ion 0.0353 0.0326 1.78 0.836 

 INTERCEPT 0.4838 0.2867 0.80 0.432 

Note: Wald ch i2 (5) = 35.34 (Prob > ch i2 = 0.000)          R-Squared = 0.6247 

Hausman Test: 4.35; P-value 0.201 

*** and ** shows s ign if icance at 1% level and 5% level respect ively.  

Keynotes: ROA = Return on assets; S IZE = s ize of  insurance company; RR = Retent ion 

rat io; GWP = Gross wr itten prem ium 

 

From Table 4.4, the results dep ict pos it ive and s ign if icant relat ionsh ip between tang ib il ity and 

prof itab il ity of non-l ife  insurance compan ies [β = 0.0631, P< 0.021] suggest ing that f ixed 

assets expressed as a rat io of total assets of non-l ife  insurance compan ies can pred ict the 

prof itab il ity of non-l ife  insurance compan ies employed  in th is study. The results  imply that a 

1%  increase  in the tang ib il ity rat io of the  insurance compan ies w ill results  in a 6.31%  increase 

 in the return on assets (ROA) rat io of non-l ife  insurance compan ies. Thus, a percentage  increase 

 in tang ib il ity w ill have s ign if icant pos it ive effect on non-l ife  insurance f irm’s prof itab il ity 

(return on assets). All other th ings be ing equal any  increase  in f ixed assets w ill affect total 

assets pos it ively and th is m ight  increase the level of prof itab il ity (that  is return on assets) of the 

non-l ife  insurance compan ies. Th is f ind ing  is contrary to ev idence of Er ic, Samuel and V ictor 

(2013) who found negat ive relat ionsh ip between tang ib il ity and prof itab il ity of  insurance 

compan ies. 



 

 

 

Table 4.4 reports a pos it ive and s ign if icant relat ionsh ip between non-l ife  insurance compan ies 

s ize and prof itab il ity, that  is return on assets of the  insurance compan ies [β = 0.0738, P< 0.005] 

suggest ing that 1% change  in the total assets of non-l ife  insurance compan ies would cause a 

correspond ing  increase of 7.38%  in prof itab il ity (return on assets) of non-l ife  insurance 

compan ies. Thus, as the s ize of non-l ife  insurance compan ies’  increases, they are able to attract 

more cl ients thereby  increas ing the ir gross prem ium  income and th is w ill be translated  into an 

 increase  in the ir overall prof itab il ity and consequently an  increase  in the ir return on assets 

(ROA). Th is suggests that an  increase  in the s ize of non-l ife  insurance compan ies w ill result  in 

an  increase  in the ir prof itab il ity. Th is  is because an  increase  in the s ize of non-l ife  insurance 

compan ies could be  in the form of  increase  in the ir cash surplus balance wh ich can be  invested 

 in order to earn  investment  income thereby  increas ing the ir overall prof itab il ity. Th is  is  in l ine 

w ith the f ind ings of Ahmed, Ahmed, and Ahmed, (2010) and Teece (2009) who noted  in the ir 

stud ies that large f irms can explo it econom ies of scale and scope and thus be ing more eff ic ient 

compared to small f irms. S im ilarly, Athanasoglou, Br iss im is and Del is (2005) asserted that 

 increase  in  insurance compan ies’ s ize  increases the ir f inanc ial performance. Almajal i et al. 

(2012) also argued that the s ize of the f irm can affect  its f inanc ial performance. However, for 

f irms that become except ionally large, the effect of s ize could be negat ive due to bureaucrat ic 

and other reasons (Yuq i, 2007). 

 

The table shows pos it ive and  ins ign if icant relat ionsh ip between retent ion rat io (RR) and 

prof itab il ity of non-l ife  insurance compan ies [β = 0.0046, P< 0.421]. Thus, an  increase  in 

retent ion rat io w ill results  in an  ins ign if icant  increase  in the prof itab il ity of non-l ife  insurance 

compan ies. Th is  is  in l ine w ith the f ind ings of Ahmed, Ahmed, and Ahmed, (2010) who also 



 

 

concluded  in the ir study that h igh retent ion rat io w ill result  in h igh prof itab il ity because the net 

prem ium reta in can be re- invested to earn extra  income. 

 

The results show a negat ive and s ign if icant relat ionsh ip between non-l ife  insurance compan ies’ 

leverage rat io and prof itab il ity [β = -0.0840 P< 0.001]. Thus, suggest ing that 1%  increase  in the 

gear ing rat io of non-l ife  insurance compan ies would cause a decrease of 8.40%  in the ir return 

on assets (ROA). Th is suggests that an  increase  in leverage w ill result  in a decrease  in 

prof itab il ity of non-l ife  insurance compan ies. Th is result conf irms the f ind ings of Wab ita 

(2013) who also concluded from h is study that leverage of the  insurance  industry negat ively 

affects f inanc ial performance. 

 

As shown  in Table 4.4, there  is a pos it ive and stat ist ically s ign if icant relat ionsh ip between 

gross wr itten prem ium (GWP) and prof itab il ity (return on assets, ROA) of non-l ife  insurance 

compan ies [β = 0.0786, P< 0.002] suggest ing that a 1%  increase  in gross wr itten prem ium of 

non-l ife  insurance compan ies w ill results  in a 7.86%  increase  in the ir prof itab il ity and return 

on assets (ROA). Th is suggests that an  increase  in gross wr itten prem ium (GWP) w ill result  in 

an  increase  in the prof itab il ity of non-l ife  insurance compan ies. Th is conf irmed the f ind ings of 

Kozak (2011) who revealed that the value of gross prem iums  is pos it ive and a s ign if icant 

parameter of the prof itab il ity and eff ic iency of  insurance compan ies’ f inanc ial performance.  

As presented  in Table 4.4, there  is a pos it ive and s ign if icant relat ionsh ip between l iqu id ity and 

prof itab il ity (return on assets, ROA) of non-l ife  insurance compan ies [β = 0.0648, P< 0.000] 

suggest ing that a 1%  increase  in the l iqu id ity of non-l ife  insurance compan ies w ill results  in a 

6.48%  increase  in the ir prof itab il ity and return on assets (ROA). Th is result  is  in l ine w ith 

Er ic, Samuel and V ictor (2013) who also found pos it ive relat ionsh ip between l iqu id ity and 



 

 

prof itab il ity of  insurance f irms. The results are also conf irmed the f ind ings of Almajal i et al. 

(2012) who found that l iqu id ity had s ign if icant pos it ive effect on f inanc ial performance of 

 insurance compan ies. Thus, all other th ings been equal, an  increase  in the l iqu id ity pos it ion of 

the  insurance compan ies w ill have d irect  impact on prof itab il ity  in the sense that they w ill be 

able to  invest surplus cash  in order to earn more  investment  income wh ich w ill help  improve 

the ir bottom l ine and as such an  increase  in the return on assets (ROA) rat io.  

Table 4.4 reports pos it ive and  ins ign if icant relat ionsh ip between  inflat ion and non-l ife 

 insurance compan ies’ return on assets. Th is  is because  increases  in  interest rate ar is ing from 

h igh- inflat ionary pressures means that returns on  investments w ill  increase and as a result 

 inflat ion has a pos it ive effect on  insurer’s prof itab il ity due to h igh  investment y ields. The 

results contrad ict the f ind ings of Pervan and Pav ic (2010) who found a s ign if icant  inverse 

relat ionsh ip between  inflat ion and prof itab il ity of  insurance compan ies. 

 

The table reports an adjusted R-squared of 0.6247 suggest ing that the pred ict ive var iables 

employed  in th is study can at most pred ict about 62.47% of the prof itab il ity of non-l ife 

 insurance compan ies (that return on assets)  in th is model. Furthermore, the results show Wald 

ch i2 of 35.34 s ign if icant at 0.01 level, wh ich re iterates that the prof itab il ity of non-l ife 

 insurance compan ies can be expla ined by the explanatory var iables employed  in the study.  

 

 

 

Table 4.5 F ixed-effects (w ith in) regress ion (Dependent var iable: ROA)    

ROA Coeff ic ient Std. Error t-stat ist ics P>t 

L IFE     

Tang ib il ity 0.0475 0.0207 2.29 0.024** 

S IZE 0.0337 0.0132 2.54 0.013** 

RR 0.3687 0.0807 4.57 0.000*** 



 

 

LEVERAGE -0.0408 0.0632 -0.65 0.520 

GWP 0.0513 0.0308 0.36 0.719 

L iqu id ity 0.0305 0.0161 1.89 0.635 

 Inflat ion 0.0437 0.0356 1.37 0.867 

 INTERCEPT 0.2177 0.1941 1.12 0.265 

Note: F-Stat ist ic = 5.48 (Prob > F  =  0.0002)   R-Squared =0.6885 

Hausman Test: 4.35; P-value 0.201 

Keynotes: ROA = Return on assets; S IZE = s ize of  insurance company; RR = Retent ion 

rat io; GWP = Gross wr itten prem ium 

Table 4.5 d isplays the F ixed-effects regress ion results for the var iables employed  in the study 

for l ife  insurance compan ies. From Table 4.5, the results dep ict pos it ive and s ign if icant 

relat ionsh ip between tang ib il ity and prof itab il ity of l ife  insurance compan ies [β = 0.0475, P< 

0.024] suggest ing that f ixed assets expressed as a rat io of total assets of l ife  insurance 

compan ies can pred ict the prof itab il ity of l ife  insurance compan ies employed  in th is study. The 

results  imply that a 1%  increase  in the tang ib il ity rat io of the  insurance compan ies w ill results 

 in a 4.75%  increase  in the return on assets (ROA) rat io of l ife  insurance compan ies. Thus, a 

percentage  increase  in tang ib il ity w ill have s ign if icant pos it ive effect on l ife  insurance f irm’s 

prof itab il ity (return on assets). All other th ings be ing equal any  increase  in f ixed assets w ill 

affect total assets pos it ively and th is m ight  increase the level of prof itab il ity (that  is return on 

assets) of the l ife  insurance compan ies. Th is f ind ing  is contrary to ev idence of Er ic, Samuel 

and V ictor (2013) who found negat ive relat ionsh ip between tang ib il ity and prof itab il ity of 

 insurance compan ies. 

 

Table 4.5 reports a pos it ive and s ign if icant relat ionsh ip between l ife  insurance compan ies s ize 

and prof itab il ity [β = 0.0337, P< 0.013] suggest ing that 1% change  in the total assets of l ife 

 insurance compan ies would cause a correspond ing  increase of 3.37%  in prof itab il ity (return on 

assets) of l ife  insurance compan ies. Thus, as the s ize of l ife  insurance compan ies’  increases, 



 

 

they are able to attract more cl ients thereby  increas ing the ir gross prem ium  income and th is 

w ill be translated  into an  increase  in the ir overall prof itab il ity and consequently an  increase  in 

the ir return on assets (ROA). Th is suggests that an  increase  in the s ize of l ife  insurance 

compan ies w ill result  in an  increase  in the ir prof itab il ity. Th is  is because an  increase  in the 

s ize of l ife  insurance compan ies could be  in the form of  increase  in the ir cash surplus balance 

wh ich can be  invested  in order to earn  investment  income thereby  increas ing the ir overall 

prof itab il ity. Th is  is  in l ine w ith the f ind ings of Ahmed, Ahmed, and Ahmed, (2010) and Teece 

(2009) who noted  in the ir stud ies that large f irms can explo it econom ies of scale and scope and 

thus be ing more eff ic ient compared to small f irms. S im ilarly, Athanasoglou, Br iss im is and 

Del is (2005) asserted that  increase  in  insurance compan ies’ s ize  increases the ir f inanc ial 

performance. Almajal i et al. (2012) also argued that the s ize of the f irm can affect  its f inanc ial 

performance. However, for f irms that become except ionally large, the effect of s ize could be 

negat ive due to bureaucrat ic and other reasons (Yuq i, 2007). 

 

Table 4.5 shows pos it ive and s ign if icant relat ionsh ip between retent ion rat io (RR) and 

prof itab il ity of l ife  insurance compan ies [β = 0.3687, P< 0.000]. Thus, an  increase  in retent ion 

rat io w ill results  in a s ign if icant  increase  in the prof itab il ity of l ife  insurance compan ies. Th is 

 is  in l ine w ith the f ind ings of Ahmed, Ahmed, and Ahmed, (2010) who also concluded  in the ir 

study that h igh retent ion rat io w ill result  in h igh prof itab il ity because the net prem ium reta in 

can be re- invested to earn extra  income. 

 

The results  in Table 4.5 show a negat ive and  ins ign if icant relat ionsh ip between l ife  insurance 

compan ies’ leverage rat io and prof itab il ity [β = -0.0408 P< 0.520]. Thus, suggest ing that 1% 

 increase  in the gear ing rat io of l ife  insurance compan ies would cause an  ins ign if icant decrease 

of 4.08%  in the ir return on assets (ROA). Th is suggests that an  increase  in leverage w ill result 



 

 

 in a decrease  in prof itab il ity of l ife  insurance compan ies. Th is result conf irms the f ind ings of 

Wab ita (2013) who also concluded from h is study that leverage of the  insurance  industry 

negat ively affects f inanc ial performance. 

 

As shown  in Table 4.5, there  is a pos it ive and stat ist ically  ins ign if icant relat ionsh ip between 

gross wr itten prem ium (GWP) and prof itab il ity (return on assets, ROA) of l ife  insurance 

compan ies [β = 0.0513, P< 0.719] suggest ing that a 1%  increase  in gross wr itten prem ium of 

l ife  insurance compan ies w ill results  in a 5.13%  increase  in the ir prof itab il ity and return on 

assets (ROA). Th is suggests that an  increase  in gross wr itten prem ium (GWP) w ill result  in an 

 increase  in the prof itab il ity of l ife  insurance compan ies. Th is conf irmed the f ind ings of Kozak 

(2011) who revealed that the value of gross prem iums  is pos it ive and a s ign if icant parameter of 

the prof itab il ity and eff ic iency of  insurance compan ies’ f inanc ial performance.  

As presented  in Table 4.5, there  is a pos it ive and  ins ign if icant relat ionsh ip between l iqu id ity 

and prof itab il ity (return on assets, ROA) of l ife  insurance compan ies [β = 0.0305, P< 0.635] 

suggest ing that a 1%  increase  in the l iqu id ity of l ife  insurance compan ies w ill results  in an 

 ins ign if icant 3.05%  increase  in the ir prof itab il ity and return on assets (ROA). Th is result  is  in 

l ine w ith Er ic, Samuel and V ictor (2013) who also found pos it ive relat ionsh ip between 

l iqu id ity and prof itab il ity of  insurance f irms. The results are also conf irmed the f ind ings of 

Almajal i et al. (2012) who found that l iqu id ity had s ign if icant pos it ive effect on f inanc ial 

performance of  insurance compan ies. Thus, all other th ings been equal, an  increase  in the 

l iqu id ity pos it ion of the  insurance compan ies w ill have d irect  impact on prof itab il ity  in the 

sense that they w ill be able to  invest surplus cash  in order to earn more  investment  income 

wh ich w ill help  improve the ir bottom l ine and as such an  increase  in the return on assets (ROA) 

rat io.  



 

 

Table 4.5 reports pos it ive and  ins ign if icant relat ionsh ip between  inflat ion and l ife  insurance 

compan ies’ return on assets. Th is  is because  increases  in  interest rate ar is ing from h igh-

 inflat ionary pressures means that returns on  investments w ill  increase and as a result  inflat ion 

has a pos it ive effect on  insurer’s prof itab il ity due to h igh  investment y ields. The results 

contrad ict the f ind ings of Pervan and Pav ic (2010) who found a s ign if icant  inverse relat ionsh ip 

between  inflat ion and prof itab il ity of  insurance compan ies. 

The table reports an adjusted R-squared of 0.6885 suggest ing that the pred ict ive var iables 

employed  in th is study can at most pred ict about 68.85% of the prof itab il ity of l ife  insurance 

compan ies (that  is, return on assets)  in th is model.  

 

 

 

Table 4.6 F ixed-effects (w ith in) regress ion (Dependent var iable: ROA)    

ROA Coeff ic ient Std. Error t-stat ist ics P>t 

NON-L IFE     

Tang ib il ity 0.0635 0.0317 3.29 0.014** 

S IZE 0.0243 0.0432 3.47 0.002*** 

RR 0.4685 0.0601 0.57 0.891 

LEVERAGE -0.0688 0.0437 -1.65 0.730 

GWP 0.0361 0.0402 0.26 0.859 

L iqu id ity 0.0305 0.0461 3.89 0.001*** 

 Inflat ion 0.0236 0.0458 0.68 0.768 

 INTERCEPT 0.3817 0.0241 1.58 0.473 

Note: F-Stat ist ic = 7.67 (Prob > F  =  0.089)   R-Squared =0.4865 

Hausman Test: 4.35; P-value 0.201 

Keynotes: ROA = Return on assets; S IZE = s ize of  insurance company; RR = Retent ion 

rat io; GWP = Gross wr itten prem ium 

 



 

 

Table 4.6 d isplays the F ixed-effects regress ion results for the var iables employed  in the study 

for non-l ife  insurance compan ies. From Table 4.6, the results dep ict pos it ive and s ign if icant 

relat ionsh ip between tang ib il ity and prof itab il ity of non-l ife  insurance compan ies [β = 0.0635, 

P< 0.014] suggest ing that f ixed assets expressed as a rat io of total assets of non-l ife  insurance 

compan ies can pred ict the prof itab il ity of non-l ife  insurance compan ies employed  in th is study. 

The results  imply that a 1%  increase  in the tang ib il ity rat io of the  insurance compan ies w ill 

results  in a 6.35%  increase  in the return on assets (ROA) rat io of non-l ife  insurance compan ies. 

Thus, a percentage  increase  in tang ib il ity w ill have s ign if icant pos it ive effect on non-l ife 

 insurance f irm’s prof itab il ity (return on assets). All other th ings be ing equal any  increase  in 

f ixed assets w ill affect total assets pos it ively and th is m ight  increase the level of prof itab il ity 

(that  is return on assets) of the non-l ife  insurance compan ies. Th is f ind ing  is contrary to 

ev idence of Er ic, Samuel and V ictor (2013) who found negat ive relat ionsh ip between 

tang ib il ity and prof itab il ity of  insurance compan ies. 

 

Table 4.6 reports a pos it ive and s ign if icant relat ionsh ip between non-l ife  insurance compan ies 

s ize and prof itab il ity, that  is return on assets of the  insurance compan ies [β = 0.0243, P< 0.002] 

suggest ing that 1% change  in the total assets of non-l ife  insurance compan ies would cause a 

correspond ing  increase of 2.43%  in prof itab il ity (return on assets) of non-l ife  insurance 

compan ies. Thus, as the s ize of non-l ife  insurance compan ies’  increases, they are able to attract 

more cl ients thereby  increas ing the ir gross prem ium  income and th is w ill be translated  into an 

 increase  in the ir overall prof itab il ity and consequently an  increase  in the ir return on assets 

(ROA). Th is suggests that an  increase  in the s ize of non-l ife  insurance compan ies w ill result  in 

an  increase  in the ir prof itab il ity. Th is  is because an  increase  in the s ize of non-l ife  insurance 

compan ies could be  in the form of  increase  in the ir cash surplus balance wh ich can be  invested 

 in order to earn  investment  income thereby  increas ing the ir overall prof itab il ity. Th is  is  in l ine 



 

 

w ith the f ind ings of Ahmed, Ahmed, and Ahmed, (2010) and Teece (2009) who noted  in the ir 

stud ies that large f irms can explo it econom ies of scale and scope and thus be ing more eff ic ient 

compared to small f irms. S im ilarly, Athanasoglou, Br iss im is and Del is (2005) asserted that 

 increase  in  insurance compan ies’ s ize  increases the ir f inanc ial performance. Almajal i et al. 

(2012) also argued that the s ize of the f irm can affect  its f inanc ial performance. However, for 

f irms that become except ionally large, the effect of s ize could be negat ive due to bureaucrat ic 

and other reasons (Yuq i, 2007). 

 

Table 4.6 shows pos it ive and  ins ign if icant relat ionsh ip between retent ion rat io (RR) and 

prof itab il ity of non-l ife  insurance compan ies [β = 0.4685, P< 0.891]. Thus, an  increase  in 

retent ion rat io w ill results  in an  ins ign if icant  increase  in the prof itab il ity of non-l ife  insurance 

compan ies. Th is  is  in l ine w ith the f ind ings of Ahmed, Ahmed, and Ahmed, (2010) who also 

concluded  in the ir study that h igh retent ion rat io w ill result  in h igh prof itab il ity because the net 

prem ium reta in can be re- invested to earn extra  income. 

 

Table 4.6 shows a negat ive and  ins ign if icant relat ionsh ip between non-l ife  insurance 

compan ies’ leverage rat io and prof itab il ity [β = -0.0688 P< 0.730]. Thus, suggest ing that 1% 

 increase  in the gear ing rat io of non-l ife  insurance compan ies would cause an  ins ign if icant 

decrease of 6.88%  in the ir return on assets (ROA). Th is suggests that an  increase  in leverage 

w ill result  in a decrease  in prof itab il ity of non-l ife  insurance compan ies. Th is result conf irms 

the f ind ings of Wab ita (2013) who also concluded from h is study that leverage of the  insurance 

 industry negat ively affects f inanc ial performance. 

 

As shown  in Table 4.6, there  is a pos it ive and stat ist ically  ins ign if icant relat ionsh ip between 

gross wr itten prem ium (GWP) and prof itab il ity (return on assets, ROA) of non-l ife  insurance 



 

 

compan ies [β = 0.0361, P< 0.859] suggest ing that a 1%  increase  in gross wr itten prem ium of 

non-l ife  insurance compan ies w ill results  in an  ins ign if icant 3.61%  increase  in the ir 

prof itab il ity and return on assets (ROA). Th is suggests that an  increase  in gross wr itten 

prem ium (GWP) w ill result  in an  increase  in the prof itab il ity of non-l ife  insurance compan ies. 

Th is conf irmed the f ind ings of Kozak (2011) who revealed that the value of gross prem iums  is 

pos it ive and a s ign if icant parameter of the prof itab il ity and eff ic iency of  insurance compan ies’ 

f inanc ial performance.  

As presented  in Table 4.6, there  is a pos it ive and s ign if icant relat ionsh ip between l iqu id ity and 

prof itab il ity (return on assets, ROA) of non-l ife  insurance compan ies [β = 0.0305, P< 0.001] 

suggest ing that a 1%  increase  in the l iqu id ity of non-l ife  insurance compan ies w ill results  in a 

3.05%  increase  in the ir prof itab il ity and return on assets (ROA). Th is result  is  in l ine w ith 

Er ic, Samuel and V ictor (2013) who also found pos it ive relat ionsh ip between l iqu id ity and 

prof itab il ity of  insurance f irms. The results are also conf irmed the f ind ings of Almajal i et al. 

(2012) who found that l iqu id ity had s ign if icant pos it ive effect on f inanc ial performance of 

 insurance compan ies. Thus, all other th ings been equal, an  increase  in the l iqu id ity pos it ion of 

the  insurance compan ies w ill have d irect  impact on prof itab il ity  in the sense that they w ill be 

able to  invest surplus cash  in order to earn more  investment  income wh ich w ill help  improve 

the ir bottom l ine and as such an  increase  in the return on assets (ROA) rat io.  

Table 4.6 reports pos it ive and  ins ign if icant relat ionsh ip between  inflat ion and non-l ife 

 insurance compan ies’ return on assets. Th is  is because  increases  in  interest rate ar is ing from 

h igh- inflat ionary pressures means that returns on  investments w ill  increase and as a result 

 inflat ion has a pos it ive effect on  insurer’s prof itab il ity due to h igh  investment y ields. The 

results contrad ict the f ind ings of Pervan and Pav ic (2010) who found a s ign if icant  inverse 

relat ionsh ip between  inflat ion and prof itab il ity of  insurance compan ies. 



 

 

The table reports an adjusted R-squared of 0.4865 suggest ing that the pred ict ive var iables 

employed  in th is study can at most pred ict about 48.65% of the prof itab il ity of non-l ife 

 insurance compan ies (that  is, return on assets)  in th is model.  

 

 

 

 

 

 

 

CHAPTER FIVE 

SUMMARY OF FINDINGS, CONCLUSIONS AND RECOMMENDATION 

5.0 INTRODUCTION 

This chapter provides a summary of the main findings from the study and the conclusion drawn 

from the study as well as the policy implications resulting from the findings.  It also covers the 

recommendations made based on the findings from the study and recommendation for further 

studies. 

 

5.1 SUMMARY OF MAIN FINDINGS 

The study finds evidence that tangibility, size, leverage, gross written premium (GWP) and 

liquidity of both life and non-life insurance companies are the predictors of their profitability 

suggesting that a rise in any of these predictive variables can have substantial influence on the 

profitability of the Ghanaian insurance companies employed in the study.  The results revealed 

positive and significant relationship between tangibility and profitability of both life and non-life 



 

 

insurance companies suggesting that fixed assets expressed as a ratio of total assets of life and 

non-life insurance companies can predict their profitability. This implies that an increase in 

tangibility will have significant positive effect on life and non-life insurance firm’s profitability 

(return on assets). All other things being equal any increase in fixed assets will affect total assets 

positively and this might increase the level of profitability (that is return on assets) of the 

insurance companies.  

 

The findings also showed a positive and significant relationship between life and non-life 

insurance companies’ size and return on assets. This suggests that as the size of life and non-life 

insurance companies’ increases, they are able to attract more clients thereby increasing their 

gross premium income and this will be translated into an increase in their overall profitability 

and consequently an increase in their return on assets (ROA). Thus, an increase in the size of the 

insurance companies will result in an increase in their profitability. This is because large firms 

can exploit economies of scale and scope and thus being more efficient compared to small firms. 

However, for firms that become exceptionally large, the effect of size could be negative due to 

bureaucratic and other reasons. 

 

The results further showed a negative and significant relationship between life and non-life 

insurance companies’ leverage ratio and financial performance (return on assets). This suggests 

that an increase in leverage will result in a decrease in profitability of both life and non-life 

insurance companies.  

 

The results showed positive and statistically significant relationship between gross written 

premium (GWP) and profitability (return on assets, ROA) of both life and non-life insurance 

companies. This suggests that an increase in gross written premium (GWP) will result in an 



 

 

increase in the profitability of both life and non-life insurance companies. This is because the 

value of gross premiums is positive and a significant parameter of the profitability and efficiency 

of insurance companies’ financial performance.  

The findings also show positive and significant relationship between liquidity and profitability of 

both life and non-life insurance companies. This is because liquidity has significant positive 

effect on financial performance of insurance companies. Thus, all other things been equal, an 

increase in the liquidity position of the insurance companies will have direct impact on 

profitability in the sense that they will be able to invest surplus cash in order to earn more 

investment income which will help improve their bottom line and as such an increase in the 

return on assets (ROA) ratio.  

 

5.2 CONCLUSION 

This study examines the determinants of financial performance of the insurance industry in 

Ghana. The study employs annual financial data from 2012 to 2016 from ten insurance 

companies which underwrite all types of business policies in both life and non-life insurance. 

The study employs Random and Fixed effect regression analysis to predict the effect of the 

predictive variables on the financial performance of life and non-life insurance companies in 

Ghana. The study finds evidence that tangibility, size, leverage, gross written premium (GWP) 

and liquidity of both life and non-life insurance companies are the predictors of their profitability 

suggesting that a rise in any of these predictive variables can have substantial influence on the 

profitability of the Ghanaian insurance companies employed in the study.  The results revealed 

positive and significant relationship between tangibility and profitability of both life and non-life 

insurance companies. The findings also showed a positive and significant relationship between 

life and non-life insurance companies’ size and return on assets. The results showed positive and 



 

 

statistically significant relationship between gross written premium (GWP) and profitability 

(return on assets, ROA) of both life and non-life insurance companies. The findings also show 

positive and significant relationship between liquidity and profitability of both life and non-life 

insurance companies. The results however revealed a negative and significant relationship 

between life and non-life insurance companies’ leverage ratio and financial performance (return 

on assets). 

 

5.3 RECOMMENDATIONS 

Based on the findings of the study, the following policy recommendations are made; 

 

Since there is positive relationship between tangibility and the financial performance of the 

insurance companies, it is recommended that insurance companies in Ghana should consider 

increasing their fixed assets based. This will have a positive influence on their financial 

performance because large asset base will make them more competitive and be able to explore a 

lot of opportunities. Large firms enjoy economies of scale and their average cost of production is 

low ensuring efficient operational activities. Large firms also face less difficulty in getting access 

to credit facilities from financial institutions, thus achieving greater strategic diversification. 

 

Since there is a negative relationship between leverage and the financial performance of the 

insurance companies, it is recommended that both life and non-life insurance companies should 

minimize the level of debts they employ in financing their operations. Rather policies should be 

implemented to increase the amount of their gross written premium which has positive impact on 

their financial performance. This will also help improve upon their liquidity position their 

reducing their reliance on debt financing. 



 

 

 

The study further recommended that insurance companies should increase their assets base since 

size ha a significant positive impact on their financial performance. Larger size will enable them 

exploit economies of scale and scope and thus being more efficient. Increase of the 

organization’s assets will improve the company’s competitive power, which will facilitate its 

competitive edge in highly competitive markets. 

 

The study also recommended that the insurance companies should continue to maintain their 

liquidity position in order to be able to pay claims when they fall due and take advantage of 

profitable investment opportunities in order to improve upon their profitability. This can be done 

by increasing their retention ratio thereby ensuring that there is surplus cash in place to meet 

unexpected claims that might arise. 

 

5.4 RECOMMENDATION FOR FUTURE STUDIES 

It is recommended that future studies should examine the effect of macro-economic variables on 

the financial performance of insurance companies in Ghana.  
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